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Union Pacific Stockholders | 


LOOK FORWARD | 
-o-e-NOT BACKWARD 


They own a railroad they’re proud of... 
proud of its many fine traditions, yes— 
but in much greater measure proud of 
what it is doing today—proud of its 
forward march; its front rank position 


among all American railroads. 





it must be true then that “this IS the way to run a railroad!” 


In recent years there has been much said about ings and smooth riding . . . you are impressed 





diminishing railroad passenger business. But with the atmosphere of friendliness; a i 
instead of just talking about it (as you do the courtesy and graciousness of your rel i 
5 about the weather) Union Pacific has hosts, the Union Pacific personnel. To Rg | Nile j 
i —™,, been doing something about it to the them, this kind of railroading is in- Gécs3sy / ~ 
See —s— tune of $26,164,675 invested in ultra- herent and is the human ingredient ~ 
= modern passenger equipment, includ- so essential to building and holding satisfied 


ing Dome Coaches, Dome Lounge Cars, Dome 
Dining Cars, Leg-rest Coaches, and newly- 
designed lightweight Pullman cars. The result: 
the most modern and most beautiful passen- 
ger trains in America today! 
Faith and foresight have been handed down 
to Union Pacific Management through decade 
after decade. To build a railroad that would 
and could meet the transportation needs of 
each new era of progress has been tra- 
ditional with Union Pacific. Having 
the finest roadbeds in America stretch- 
ing from the Missouri River to the 
Steins Pacific Coast is not just happenstance. 
That is the way it was planned! Today, both 
passengers and freight shippers benefit from 
this solidly-built system of ‘“‘cushioned”’ rails. 
It means smooth riding for Union Pacific pas- 
and smooth riding for Union Pacific 





sengers 

freight shipments. River and the Pacific Coast—the first railroad 
to use the jet power principle. As progress rit. 
As a passenger on one of Union Pacific’s moves on, Union Pacific moves with it. | ¢ 
modern trains you are immediately aware of - 
“something” more than luxurious surround- : 

| e 
Yes, the way to run a railroad is to ‘tbe modern’’! PAC : 
It’s good for passengers, it’s good for shippers —" 

..and it’s good for stockholders! 
4 


patrons. 


As a passenger, however, you may not realize 
the many modern miracles that are employed 

by Union Pacific for safety and efficiency. 
Electronics are used in Centralized _ 
Traffic Control to guide both passen- eee ny 
ger trains and freight trains along v =k \ 
their way night and day. Electronics || ~ OV 
are used in huge freight classification ~ 

yards suchas at North Platte, Nebraska, where 
up to 4,000 freight cars per day are automati- 
cally switched with push-button ease and speed. 


ee | 


oo 
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"| 


If the future calls for atomic power for locomo- 
tives, you can be assured Union Pacific will be 
one of the first railroads to employ its a 
use. Already a fleet of gas turbine loco- ‘aby i 
motives is moving freight on Union = eae 
Pacific tracks between the Missouri — 
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New telephone system permits growing businesses to “let out’ their telephone 


facilities without having to get a whole new “suit of clothes” 


The Bell System brings out another 
improvement in modern telephone 
service ...a simple and flexible dial 
telephone system that grows as the 


business grows. 


In these days when so much business 
is done by telephone, many companies 
find themselves faced with overloaded 


communications systems. 


To meet this situation, the Bell Sys- 
tem has developed a “packaged” type of 
dial telephone system that takes up little 
space and is quickly and easily installed. 


The new equipment, known as the 
756A dial telephone system, is so com- 


Working together to bring people together . . 


pact that it can be located in gencral 
office space. At today’s rentals, this 
compactness represents a real saving. 
i:.quipment cabinets are soundproofed. 


The dial switching unit is casily in- 
stalled by the use of plugs, much the 
same as a washing machine is plugged 
into an elcctrical outlet. Businesses that 
have this new system and grow to more 
than 40 office telephones can expand 
in most cases to as many as 60 tele- 
phones by a simple change in existing 
equipment. 


One of our biggest jobs is helping 
businesses to grow. This is another ex- 


.BELL TELEPHONE SYSTEM oN 


ample of our lively interest in matching 
telephone service to our customers’ 
always expanding needs. 





Modular Pushbutton Key Console provides sim 
plified operation, saves time, speeds service, 
and occupies little space. All calls disconnect 


automatically. 
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The Trend of Events 


LEADERSHIP! ... Although many have chosen Nikita 
Khrushchev as “man of the year for 1957”, I choose 
Conrad Adenauer of Germany. 

The former has been the most disruptive force 
in the past year, while the latter reached a pinnacle 
f constructive success in the rebuilding of a pros- 
trate and ruined Germany divided and torn asunder 
—so that today, as a result of his leadership, his 
country and its economy have been rebuilt—the peo- 
ple revitalized—and a new and important Germany 
has risen from the ashes. An amazing, performance 
it any age, this was accomplished by a man in 
his 80’s. 

His achievements have substantiated my belief 
that just as men exercise to keep their bodies strong, 
so the mind should be exercised to keep it flexible, 
balanced and sharp, for then the added advantage 
of experience and contact with the world will pro- 
duce the kind of wisdom that men can rely upon in 
everyday life and in the highest places. 

Conrad Adenauer is such a man. And in an amaz- 
ing fashion he has succeeded in his great task of 
economic rebuilding where lesser men would have 
been overwhelmed by his problems and failed. He 
has come out the victor in internal political battles, 
and has recently won an elec- 


country today—someone who will spark our econom) 
—help us to regain our position of world leadership 
among the peoples of the earth—and inflict such a 
decisive set-back to Russian dreams of world con- 
quest that we can all breathe more easily. 

1957 has been a very disappointing vear for us. 
But carping criticism is not the answer. It is too 
easily indulged in by those who cannot do any bet- 
ter themselves. 

But the fact remains that a solution must be 
found to our problems, which have reached enor- 
mous proportions. In world affairs Mr. Dulles has 
proven himself to be entirely inadequate, and it is 
with shock that we read he is to go to the Baghdad- 
Pact Meeting, in view of the lack of confidence ex- 
pressed in him. 

And then all the bickering at the Pentagon, with 
inter-service rivaries that have divided our military 
strength and sent our missile and aircraft develop- 
ment programs off in all directions at once—and the 
various problems we face in our economy. It is clear 
we need a great coordinator—one with the vision to 
see the road ahead clearly—with insight that can 
cut to the heart of our problems—and with the 
ability to set great programs in motion while in- 
spiring us with confidence. 

Who will it be? The way 





tion campaign during which : 
he traveled back and forth the 
length and breadth of Ger- 
many. In all his activities he 
has shown that he has the 
foresight—the courage and the 
force to deal soundly with one 
of the most crucial periods in 
world affairs. 

There is great need for that 





regular feature. 


We call the attention of the reader to 
our Trend Forecaster, which appears as 
a regular feature of the Business Ana- 
lyst. This department presents a valu- 
able market analysis of importance to 
investors and business men. To keep enuine 
abreast of the forces that may shape | in their specific fields—men 
| tomorrow’s markets, don’t miss this 


things have been handled 
makes it very difficult to know. 
At the moment it is in the lap 
of the Gods—but it need not 
be. We have a wealth of indi- 
viduals with genuine capacity 





with leadership qualities too, 
that we must use for the tasks 
at hand. 





kind of leadership in our 
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WITH 
THE 
EDITORS 


ON a background of 50 years of broad gauge 
experience, we have learned the wisdom of 
ignoring extremes in pessimism and optimism in 
order to approach matters at hand in an objective 
fashion — and weigh a situation on balance. 

This is particularly desirable now — for our econ- 
omy has grown so tremendously — our involvement 
in world affairs is so intimate — and industry is in 
such a revolutionary state — that today the various 
areas must be carefully and intelligently considered 

and then related and evaluated one against the 
other, in order to reach sound, realistic conclusions. 

Therefore, to arrive at a clear conception of where 
we stand today, we must first realize that we are 
already living in a new age, to which we are not yet 
fully attuned. This is because the ability to foresee 
economic, industrial and financial changes — and ad- 
just to them readily —is a slow process, due in a 
large measure to a basic mental inertia to begin 
with, and to our educational system, which sets 
men’s minds in a mold of mediocrity that discour- 
ages the kind of free-thinking necessary for keen 
insight. Thus the tendency to cling to habit of 
thought and the use of familiar tools which have 
served in good stead in the past — are psychological 
blocks that are plaguing us today. 

There must be fresh thinking to fit the task at 
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hand, for we face a political, economic and scientific 
challenge of great magnitude as we enter 1958. 

There is much to be done to sweep away the cob- 
webs that have been befogging our brains these past 
few years of softening prosperity. We need to rouse 
ourselves fully to the dangers and the magnitude of 
the task involved, and really get down to work before 
the shock treatment of icy reality forces us to face 
up to the situation. 

Let us begin by asking ourselves — how strong is 
our prosperity anyway? From an industrial stand- 
point, the economy is seriously suffering from the 
use of expedients in dealing with the tremendous 
over-capacity built up during and after World War 
II. Industry emerged strong from the conflict as the 
government bore most of the brunt of war-inspired 
expansion — and after a brief hesitation in 1946 used 
its new-found strength to re-tool and fill the backlog 
of consumer demand. By 1949, however, this was 
virtually satisfied, and the machinery of the economy 
began to run down, only to be pulled up sharply 
again by the outbreak of hostilities in Korea. When 
the so-called “‘police-action” ended in 1953, industry 
embarked on a cross-the-country expansion that 
literally changed the face of the nation, building up 
new areas and rehabilitating old ones. 

Yet in spite of all this effort, a tremendous over- 
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capacity still remained, so that in order to sustain 
full employment, companies began to diversify into 
new fields—to invade tne product province ot other 
companies—narrowing the boundaries between com- 
peting industries. The net result was a profusion of 
goods, which had the effect of diluting the whole 
market for a product, and led to a battle for survival 

f the fittest, from which even those who survived 
on very little. 

By 1955 the market was so saturated that to ward 
f a severe decline, business resorted to high-pres- 
ire selling and the Government’s easy money policy 
» keep things going. To maintain production and 
‘ofits, quality of goods was sacrificed, and sales 
illyhoo did the rest. 

When by early 1956 the consumer binge had spent 
self, industry stepped in to embark on a new round 
’ capital expansion, which resuscitated the dying 
00m” and carried it well into 1957. 

Thus, by these various steps, an artificial bubble 
ad been superimposed on the boom. And now, as 
e look to 1958, the bubble is rapidly flattening ont 
ind it is becoming increasingly clear that a period 
(f painful adjustment lies ahead — with wage rates, 
transportation charges and ever-widening costs of 
(istribution chipping away at the profits dollar —a 
ituation that must lead to a decline in employment 
nd investment. 

The problem we have to solve first and foremost 
s; the useful employment of our tremendous pro- 
ductive capacity which has been relving so heavily 
n defense production to take up the slack in order 
o insure full employment. Let us, by all means, 
ecognize that defense production is an expedient - 
nly an artificial prop for our economy. That it 
neans a waste of materiais, resources and labor 
vhich will only further compound our difficulties 
n the long run. 

The solution lies in a rapid and concentrated de- 
elopment of new industries, based on the scientific 
ind technological advances of this new age — just as 
all through our history we used new knowledge to 
harness steam—electricity—and create the telegraph 
the telephone—the automobile—the wireless—the 
radio—television—the airplane—and all the other 
niracles that today are commonplace. 

We have already crossed the threshold of a new 
era in power — propellants — and materials. But to 
bridge the gap between today and tomorrow we must 
all work together with all our might—capital—indus- 
trv—labor—and government. 

Of major importance is the need for organized 
labor to recognize that costs must give ground rea- 
sonably before complete economic collapse takes 
i\way what can now be given up so easily. For labor’s 
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uneconomic demands are not only responsible for 
high prices—but for sky-rocketing costs of govern- 
ment—and the debilitating effects of the tremendous 
taxes needed to maintain this monstrous expense. 
Organized labor must be made aware that the re- 
sultant need for continued deficit spending is bound 
to depreciate the value of their dollar. That this will 
enable nations overseas to market their goods in 
this country at prices that will upset our domesti 
markets, on the one hand—and, on the other, enable 
them to buy our goods with less of their own cur- 
rencv—a situation that can only lead to further un- 
employment, as labor is pricing itself out of markets 
at home and around the world. 

Not only must labor do its share, but the govern- 
ment too must recognize its fiscal responsibility by 
maintaining a sound dollar. To accomplish this pur- 
pose, deficit spending for sound projects should be 
avoided or limited to the barest minimum, and gov- 
ernment expenses should be pared to eliminate not 
only the waste in the various directions that have 
been built up, but to clean out the politically moti- 
vated enervating subsidies by which the various pres- 
sure groups are dipping their hand in the treasury. 

This is not the time for encouraging narrow self- 
interest, but for making sacrifices, recognizing that 
our own well being is served best when the interests 
of all are considered. We may as well do it volun- 
tarily, or we may have to pay the price, “in blood, 
sweat and tears,” as Mr. Churchill would say. 

And industry, given the support of a cooperative, 
hard working and responsible labor—an astute and 
courageous government—would be inspired to greater 
accomplishments, and to even excel in setting new 
records of achievement that would enable us to 
break out of the impasse in which we find ourselves 
today—for our country is rich, and an orderly read- 
justment can be made by sound planning. 

What we need to do at once is to get back to work, 
to employ the creative effort of men with free- 
thinking minds of which we have an abundance, 
remembering that the automobile was built by a 
mechanic, not a scientist—the airplane by two bicycle 
makers—the telegraph was developed by an artist 
to cite but a few of those men who were not scien- 
tists but who had imagination and perserverance—by 
men of genius that included Thomas A. Edison. And 
we have the scientists too, as well as the means. 

By buckling down seriously to the task at hand 
and using our wits we can make 1958 a good year, 
and, at the same time, regain our world position as 
an industrial nation that need not fear Russia or 
anvone else. 

C. G. WYCKOFF 
Publisher-Editor 


[= 
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Realities of 1958 


Security Markets 


The recession’s scope seems likely at least to equal those of 1948-1949 and 1953-1954. It is 


accelerating now and will sharply affect interim earnings of many companies. We question 


that the market adjustment has been completed, except for some investment-grade income 


stocks. A cautious policy remains in order. Maintain cash buying reserves. 


By A. T. 


— tendencies in stock prices after the 
Christmas holiday—the usual rule even in bear 
markets—gave traders and investors at least a tem- 
porary note of cheer; but they left the industrial 
average substantially under its late-November rally 
high, rails materially under their best mid-December 
level. Favored by further shrinkage in bond yields 
and by satisfactory-to-good prospects for earnings 
and dividends, utilities worked higher in a moderate 
extension of the recovery from last October’s low. 
For the same reasons. so did a fair number of in- 
dustrial income stocks of investment grade. 

For perspective, it may be noted that as 1957 
neared its close, the net recovery of the industrial 
list was less than a seventh of the maximum prior 


MILLER 


decline, that of rails less than a twentieth, that of 
the utility average roughly a half. The latter’s rise 
is obviously more basic than technical. There is 
every reason to think that this section of the market 
has probably put its low behind, along with a num- 
ber of favored income stocks. The same cannot be 
said with any degree of confidence for the industrial 
average, the rail average or our composite weekly 
index of 300 stocks. 

Verging into 1958, investment-speculative senti- 
ment remains more cautious and apprehensive than 
at any time in recent years—and with good reason. 
It has been chilled by the hard fact of important 
market decline: the widest decline since that of 
1946-1947. And it has been chilled by the visible 

development of business recession, plus 





marked recent acceleration thereof. 
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MEASURING MARKET SUPPORT 
THE MARKET IS A TUG-OF-WAR CONSTANTLY SHIFTING SUPPLY & DEMAND Near-Term Possibilities 
PRODUCES THE FLUCTUATIONS” THE MAGAZINE OF WALL STREET 1909 
Tm t4--p-~-i = + ee ee TT TV 350 It is problematical whether the be- 
|| | SUPPLY OF STOCKS 1} | | m, lated year-end upturn, facilitated by 
330 +-++— As Indicated by Transactions +++ + LLP eV), 8330 termination of tax selling, will run much 
distance into January; whether it can 
310 take the industrial average, which 
290 closed last week at 432.90, back to the 
vicinity of its November 29 rally top 
210 around the 450 level; whether it can 
put rails above the December 13 minor- 
250 rally high of 101.12, against last week’s 
close of 97.38. It is prudent, we think, 
230 not to expect much of it. No doubt there 
As tndientes Sy Vressnetions are plenty of people who have been 
210 A aaa yer aes +44 210 waiting and hoping for more rally on 
se pi Vil Li Pilg | 190 which to do some ‘selling. Whatever 
MEASURING INVESTMENT . we gp ome to, it may = be aa 
owed shortly by renewed downside 
AND SPECULATIVE DEMAND pressure, involving a test, and possible 
TS YL extension, of the previous lows of the 
by yt ‘oe Pase 1} | | 1} | | industrial and rail lists. _ 
420 THe | — Se tii} ii titi tt tt | i | ig In terms of the industrial average, 
| | M.W.S. 100 HIGH PRICE STOCKS | even though it is down considerably 
400 Sw be scate at riGHT>—{|} 1 1 | 1 91220 from the 1956-1957 triple tops, stock 
Pi ye ddd | | prices are by no means close to any bar- 
380 ++ 210 gain-counter level, as measured by price- 
| | earnings ratios, dividend yields and the 
360 19 200 ratio of the latter to bond yields—and 
8 Piper eceninpedt ney fe ee dhe ee is! 180 earnings face at least a fairly sharp in- 
ry | terim shrinkage, as well as probably a 
Ferry sizable shrinkage in 1958 as a whole. 
172431 7 142 2 13: 2027? 10:16 23 0 6 7 Therefore, it is easier to make out a 
_ - wand note = — — pec case for materially lower, than for sig- 


nificently higher, stock prices. 
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Computed current yield 
2 : “uw YEARLY RANGE 1947-1956 
on the Dow industrial en beges d 
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be unprecedented for an 

important cyclical market adjustment to terminate 
without industrial stock yield considerably above the 
present level and without the spread over bond yield 
‘onsiderably wider than it is at present. Our tenta- 
tive thinking is that cash industrial stock yield may 
well reach at least 5‘:, perhaps more, within near- 
by months; that corporate bond yield could fall be- 
low 3.5% ; and that a spread of stock vield over bond 
yield in the vicinity of 50° —still much less wide 
than at the 1949 and 1953 stock market lows — is 
not an unreasonable expectation. 


The Business Outlook 


Of course, the $64,000 question is how far will the 
business recession go and how long will it last. Be- 
cause of the imponderables involved, nobody can 
answer it with full assurance. The consensus of the 
corporate, Government and collegiate economists is 
that its scope will differ little from the 1948-1949 
and 1953-1954 recessions; that it should bottom out 
“around or somewhat before” mid-1958; and that it 
should be followed by at least moderate improve- 
ment in the 1958 second half. 

The consensus approaches a suspicious degree of 
unanimity ; and therefore may prove wrong. It could 
err on the over-optimistic side with respect to scope, 
duration and potentials for the 1958 second half, or 
some combination of all three projections. While 
there can be no certainty about it, it seems wise 
to us to regard the consensus as minimum expecta- 
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tion—in short, to allow now for a recession at least 
equal to the two preceding postwar ones and con- 
tinuing at least through the 1958 first half, with 
the reservation in the back of your mind to watch 
for clues as to whether it might go beyond these 
fairly moderate limits. 

Every recession differs from 
some respects; and this one will no exception. 
Measured from top month to low month for the 
index of industrial production recessions have 
to be measured, regardless of intervening “plateaus” 
—the 1948-1949 sag amounted to 10.5‘7 in about 
nine months, with the 1949 full-vear average 6.7% 
under that of 1948. 


previous ones in 
be 


as 


That of 1953-1954 footed up to 
10.2°7 in about eight months, with the 1954 average 
level also 6.7°7 under 1953’s. Thus, they were quite 
similar in scope and duration, although there were 
marked differences in detail. To cite a few, automo- 
bile output provided much more support in 1949 
than in 1954. On the other hand, housing made a 
much better relative showing in 1954 than in 1949. 
Again, Federal spending rose sharply in 1949, but 
declined considerably in 1954 in liquidation of the 
Korean war effort. 

The production index having made its peak in 
December, 1956, the recession is already longer than 
those of 1948-1949 or 1953-1954; and, by mid-1958, 
the duration would approximate 18 months. Studies 
of the National Bureau of Economic Research list 
24 recessions in 100 years through 1954. The great 
majority of them made bottom within 18 months; 
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only four, all of serious character, continued for 
more than two vears. Thus, historical precedent 
gives some support to the theory that this slump 
should end “around or before” mid-1958. So does the 
fact that it has accelerated significantly during 
autumn and early winter to date. The faster it de- 
velops, the sooner should it be completed. 


What About Defense Spending? 


But there are some “ifs” in the picture; and prob- 
ably the biggest one is to what extent and how 
rapidly Federal defense svending will be increased 
in 1958. It could make an important difference in 
the direct and indirect flow of new orders to indus- 
try; and a big difference in business sentiment with 
respect to inventory policies. It could affect general 
investment sentiment, possibly even reviving some 
“inflation thinking’. A sizable boost in defense 
spending can be taken for granted; but how much? 
Will other spending be cut? Is deficit financing 
likely ? There will be some answer in the President’s 
January messages to Congress, and they will bear 
watching. 

Meanwhile, however, we have to keep in mind 
that this is the same Administration which ignored, 
misjudged or Icng minimized the significance of 
Russian advances in weapons and science. Will it 
remain on the defensive, in a compromise mood; or 
launch a really big effort? We had better wait and 
see. Avoiding political debate, as is our policy in 
these discussions, it is an undeniable fact that confi- 


peop!e and our Allies, has been badly shaken by 
events. 


Decline In Capital Outlays 


The downward trend in outlays for new plant and 
equipment is contributing strongly to the recession 
in production, employment and wage income. Sub- 
ject to wide past shifts, this segment can be called 
the top laver of the economy. Money spent for new 
plant and equipment is “high-pressure” money, since 
it adds to income and demand for materials as it is 
expended, but does not add to the supply of ma- 
terials, services or finished goods until after the new 
‘acilities are completed and in operation. The capi- 
tal goods boom over the last three years or so has 
been a goodly part of the story of this period’s pros- 
perity and price-wage inflation. There is agreement 
that 1958 capital outlays will be down considerably 
from the record average 1957 level and more from 
the recent peak quarterly level. Again, the question 
is: how much? 

One authoritative survey, based on a sampling of 
management plans as of mid-autumn, indicated a 
shrinkage on the order of 7%. But business think- 
ing has become more cautious since it was made. 
The recent interim survey by the SEC and Depart- 
ment of Commerce indicated a shrinkage of nearly 
5% from the 1957 level in the first quarter of 1958. 
While that is a fast pace, it stands to reason that 
this adjustment cannot be completed in one quarter. 
Moreover, when it is completed, we may get either 
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1. There have been only rare instences in our lifetime when a “‘sell- 
everything” policy would have been justified, with 1929 the out- 
standing case. Despite the exceptions that stand out on hindsight, 
the margin for error in timing is so great that fare more money 
has been made by ong-pull retention of good stocks than by in- 


and-out moves. 


2. But where unusually large profits exist it would certainly be 
practical in many cases, and add to one’s peace of mind, to se!l 
enough to write off at least some of the origina! cost — leaving 


you in a risk-free position. 





In this kind of a profit-taking write-down or write-off of origi- 
nal costs, net profit taken shou'd ke employed mainly in short- 
term bonds or savings deposits, pending probable further ad- 
justment that will make common-steck prices more attractive 
generally. You will defeat the object of a profit-taking write-off 
opeartion if you put realized profits into speculative common 


stocks at this stage. 


4. It is foolish to let reluctance to pay the capital gains tax freeze 
you in stocks which are too high and should be sold. It should 
be considered an expense of investment, like the corporate tax 


is a business expense 


4 5. If you want to have a reasonably good chance for satisfactory 
i investment results, a primary requirement is to think less about 
j “the market” and more about opportunities in individual stocks 


There are still not a fewo f these. 


6. If you hold stocks that have not performed well in the market 
and which seem to have little likelihood of so doing within a 
reasonable period, you can make substitutions, provided you 
“upgrade” your purchases and do not try to make up for past 


losses by buying even more risky issues 





Sound Advice for Investors in Today's Markets 


The advice given below is in large measure reprinted from our Jan. 5, 1957 
issue in which Mr. Miller made some observations on the basic attitudes 
that investors should adopt in facing up to their investment problems. The 
advice given to readers then holds just as good today and is worth taking. 


7. A good resolution to make at this season and to stick to is 
always avoid assumption of too much speculative risk. Few 
can soundly afford to risk more than a smo!l portion of total 
funds in speculation. Before assuming above-average risk in 
hope of gain, consider your family responsibilities and weigh 
the consequences of possible losses. When in dout, a’ ways 


lean to the conservative side in your compromise decision 


8. You should guard against inadequate diversification of stock 
holdings among companies and industries “eggs” 


you hove in one basket, the greater the chances for breakage 


The more 


Adequate spreading of risks does not require large funds, nor 
Indeed, 


As few as two or three 


dispersal of funds among a grest number of stocks 
there is no safety in mere numbers 


broadly-based companies can 


well-chosen equities of major, 


adequately serve minimum diversification needs 


9. When stocks go against you, it will pay more often than not to 
be patient with the bcsically good ones but not with the specu- 
lative ones. The sooner you take losses in inferior stocks, the 
better. There is sense, with qualifications, in the old rule to “‘let 

your profits run”. Let them run as long as the valuation is within 

a range of reason. It is one thing to be a hog and overstay the 

market; another to be too quick to take small profits and lose 


@ good position. 


10. Avoid the temptation to reach too much for income. A stock 
would not sell at a very high yield, if it were not speculative; 
nor at a very low yield, in most cases, if it did not have growth 
potentials. Income-minded investors should pass up both the 
10% and the 1% stock yie'ds 
compromise and sensible selections in the yield range of ,say 
45% to 6.5%. 


qualify for conservative income accounts 


There is plenty of leeway for 


Few stocks with yields much over 6% can 








extended flat “valley”, in view of excessive capacity 
in many industries. On a normal projection of pop- 
ulation and market growth, another industrial ex- 
pansion boom would not be due until some 
after 1960. In short, we would not be surprised if 
the 1958 drop in plant-equipment outlays amounted 
to 10°. -12°., or roughly on the order of $4 billion. 


The Inventory Defiation 


Wholesale and retail inventories (with the excep- 
tion of automobiles) are not significantly excessive 
in relation to sales. Over-all inventories of manu- 
facturers, although they rose much than in 
1956, may be more vulnerable than some observers 
imagine. In October (latest data released up to this 
writing) they dipped only a nomina! $100 million 
from a peak September level. Undoubtedly they fell 
further in the final 1957 months, but when sales 
shrink and goods back up it is difficult to contract 
inventories as rapidly as business managers would 
like. Manufacturers’ October inventories approxi- 
mated 1.92 times sales. That is an excessive rate. 
At the peak level of inventories in 1948, for exam- 
ple, they were 1.76 times sales and at the comparable 
level in 1953 they were 1.86 times sales. 

In hoth instances, considerable inventory deflation 


less 
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time 


followed. On a full-vear average the over-all 1948- 
1949 change in inventories was from plus $4.2 bil 
lion to minus $2.7 billion, a swing of $6.9 billion. 
In 19538-1954 it was from plus $300 million to minus 
51.9 biliion, a swing of $2.2 billion. Whether there 
vill be little net change in 1958 or a sizable shrink- 
age hinges on how much adjustment is accomplished 

nid-vear, and on whether what extent 
nd-half business improvement de- 
the medium term, 


concerns obviously wi!l be under heavy pressure t 


and to 
the nopea-tor sec 


1 
| 
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irim Inventori 
Consumer Spending 


Consumer spending for soft goods and services 
(the biggest part of the total) is comparatively 
stable, and will not din much. But demand for con- 
sumers’ durable goods, headed by automobiles and 
appliances, can shrink plenty and is already on the 
downgrade. Factors are mild shrinkage in jobs and 
wages, a more cautious mood and probably some 
resistance to higher prices, especially in the case 
of automobiles. 

Personal consumption expenditure increased by a 
nominal 1.7‘¢ in the recession vear 1949 and 2.6 
in the recession vear 1954. (Please turn to page 488) 
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mw After almost three years of boom sparked by the 
powerful combination of unprecedented consumer 
demand, record-breaking capital spending and stead- 
ily rising defense expenditures, American industry 
is now faced with the problem of ironing out the 
distortions that accompany a period of rapid expan- 
sion, plus the shift and change in commerce, trade, 
money and politics in which we are involved. 
Through most of 1957, corporate reports showed 
steadily deteriorating profit margins, arising from 
the competitive over-production of goods which 
flooded markets and shaved prices, while wage, dis- 
tribution and transportation costs, etc.—continued 
their upward trend. During the last quarter of 1957 
most important economic indicators began to slide 
from their high plateaus, and now show every sign 
of continuing the decline through the opening months 
of 1958. Industrial production for most of the year 
hovered just below the record 147 scored in Decem- 
ber 1956, but started downward last fall, and by the 
end of November had slid to 139, the lowest point 
since mid-1955. At that time high-pressure selling 
and easy credit stimulated an upward trend. How- 
ever, there are no stimulants of that magnitude in 
the offing now, unless the government, of course, 
pushes defense—its public building lease-purchase 
plan—and its road building program more vigorously. 
Industrial production and business generally seems 
to be gaining momentum on the downside as we 
enter the new year. Backlog orders especially in the 
machine tool and aircraft industry are off precipi- 
tously from last year; steel production, which was 
booming along at full capacity a year ago closed out 
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By GEORGE W. MATHIS 


1957 at about 67% of capacity; paperboard produc- 
tion, after an abortive upturn in the fall has slipped 
back again, indicating a decline in shipments of 
packaged goods; and metal production — especially 
copper — is being curtailed in every producing coun- 
try in an industry-wide attempt to minimize the 
effect of massive over-capacity and its consequent 
pressure on the price structure. 


1958 in Perspective 


How far the recession will go, on balance, will 
depend on the extent to which several key factors 
either hold up or decline further in 1958. Consumer 
spending, the most vital element, will contro] the 
outlook for the auto industry and a large segment 
of the construction field; both major sectors of the 
economy. Capital spending, the major stimulant 
through 1956 and much of 1957, has been sliding 
rapidly in recent weeks. But whether the drop picks 
up speed in early 1958 or stays close to the present 
rate will determine the outlook for many industries, 
including machinery and tool makers, heavy equip- 
— manufacturers, base metal producers and the 
rails. 

Government actions and policies will also play 4 
big role in the year ahead. Defense spending, sparked 
by the resurgent armament race has turned upward, 
reversing the downward pressure stretchouts and 
cutbacks placed on the economy during most of 1957. 
But whether the $1 to $2 billion projected increase 
will be sufficient to counterbalance capital spending 
cutbacks is conjectural. 
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Outside of the defense budget, how- 
ever, federal policies are in a state of 
flux. So far the president has remained 
firm in his opposition to breaching the debt 
ceiling, making extensive pump-priming unlikely in 
the early months of the year. And tax cuts seem 
out of the question in light of the new burdens 
missile production is placing on federal finances, 
although congress can be expected to press for cuts 
if unemployment grows more serious. Easier money, 
on the other hand, one of the principal weapons the 
government has at its disposal, has already been 
resorted to, though with some reluctance. 

For individual industries, government decisions 
can exercise a profound effect, however. For ex- 
ample, a basic change in defense strategy placing 
greater emphasis on missile defense could lead to 
a boom in radar and similar equipment, sharply 
altering the position of many television and elec- 
tronic component producers. Revised tariff measures 
could, by restricting imports, take some of the pres- 
sure off the harassed textile industry and spark a 
moderate recovery ; and favorable legislation afford- 
ing the railroads the opportunity to compete more 
effectively with other forms of transportation, could 
help the rails considerably. 

In the following discussion, and in the balance 
of this article which appear in the next issue of 
The Magazine of Wall Street, we will consider the 
outlook for the nation’s leading industries. In calling 
attention to the conditions particular to each indus- 
try, the reader will obtain a better idea of the pros- 
pects for individual companies. 


AUTOMOBILES — The pace of the auto industry is one 
of the dominating factors in the American economy. 
As a matter of fact, it has been estimated that a 
full one-third of total industrial activity stems 
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directly or indirectly from the 

Detroit colossus. For as autos go, 

so go steels, primary metals, machine 

tool companies, industrial machinery makers, 

and to a lesser extent, the rubber companies, indus- 
trial chemicals, and of course, the hundreds of 
smaller entities turning out component parts for 
the auto makers. 

The outlook for the auto industry is not particu- 
larly exciting, since so far, extensive model changes 
and easier credit conditions have not proved the 
stimulants they were in 1955. GM, with the most 
complete new model lines has made strides in regain- 
ing some of the ground it lost last year, but overall 
performance is disappointing. Buyers are hesitating 
in particular, over the increased monthly costs of 
financing new cars, finding the burden significantly 
greater than in 1955. Moreover, the used car market 
has slumped more than normally, reducing the trade 
in value of older cars. 

On the other hand, dealers entered the new model 
year with fewer old model cars in stock than a year 
earlier, and price resistance is not as great as had 
been expected, among actual buyers. However, it 
appears that the brisk sales pace reported earlier in 
the fall was more a measure of the public’s desire 
to gobble up old models at bargain prices than a rush 
to purchase the new models. 

Certainly the 1958 model year is off to a slow start. 
Ford’s new Edsel is not selling as well as expected— 
and recently the largest New York City dealer turned 
in his franchise. 

Chrysler, banking on the success of last year’s 
models is already losing ground, and has just an- 
nounced its intention to import small foreign cars 
(a move instituted by Ford and GM earlier in the 
year) to help bolster its lagging sales. 

Viewed objectively, therefore, the prospects for 
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earnings betterment are not good for the major 
companies. Chrysler will be hard put to retain a 
portion of the larger slice it cut out of the market 
for itself in 1957; Ford can be expected to pay a 
heavy price for the Edsel’s poor reception; and 
General Motors, though earnings may stabilize, does 
not seem likely to smash any records in 1958. 

In recent years, the trend of dealer’s discounts 
was the most important thing to keep tabs on. This 
year, however, the sales pattern of the smaller im- 
ported cars will be vital. American Motors can thank 
the budding trend to smaller cars for its better show- 
ing in recent months, a factor which is not going 
unnoticed by the larger units. If foreign imports 
continue to make big) inroads, the mania of the last 
few years for bigger, more powerful, and more ex- 
pensive to operate cars may be in for sharp reversal. 
Until now, the industry has consoled itself that these 
are “second” cars. The notion is growing, however, 
that they are “firsts” in an increasing number of 
families. 

All in all, a cautious approach to the autos is in 
order. A quick end to the recession could conceivably 
spark better demand during the Spring buying sea- 
son, but more and more of the industry is losing 
faith in the seasonal pattern of sales, recognizing 
that auto sales are a year round phenomena. With 
or without a later pickup, though, sales of more than 
this year’s 5,900,000 units seem unlikely. 


TRE AND RUBBER — The rubber industry has made 
exeellent strides in recent years in reducing its 
dependence on both original automobile auto equip- 
ment business and overseas supplies of raw mate- 
rials. Today more than one third of the industry’s 
requirements are filled by synthetic rubbers, smooth- 
ing out the effect of sharp fluctuations usually asso- 
ciated with natural rubber. 

On the sales end, tires still account for the lion’s 
share of the industry’s business, but with the growth 
of new products and new uses for rubber, tire 
revenues are now below 50% of the industry’s total 
revenues. 

The outlook for replacement tires, the largest in- 
dividual sales factor, is better than usual for 1958. 
Since tire life averages only about two years, the 
heavy 1955 and 1956 outpouring of cars should loom 
large as an outlet for new tires. Furthermore, with 
consumer confidence a bit shaky, many prospective 
car buyers will settle for a mechanical check-up and 
a new set of tires this year rather than commit 
themselves to another three years of installment pay- 
ments on a new Car. 

Non-tire revenues as usual will reflect the general 
trend of economic activity, indicating some down- 
turn in 1958, but the drop should be moderated by 
a Steady demand for chemicals and the growing par- 
ticipation of many companies in the high-energy 
fuel race. 

In all, the Tire and Rubber group faces a fairly 
stable 1958. Nevertheless in view of steadily mount- 
ing labor costs, and the increasing competition from 
plastics and other substitute materials, profit growth 
in the year ahead will be modest, if any. 


RAILROADS — Railroad stock prices have been under 
mounting pressure in the final months of 1957 in 
recognition of both the competitive disadvantages 
rails suffer compared with alternate forms of trans- 
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portation, and of the lower earnings prospects in the 
period of slackening industrial activity ahead. 

Passenger revenues for most roads have been a 
losing proposition for some years, but as long as 
business activity boomed, freight shipments of both 
industrial and agricultural products served as an 
effective offset. In recent weeks, however, car-load- 
ings have been receding at a rapid pace, indicating 
a further drop in 1958. Thus most Class I railroads 
will probably suffer further earnings deterioration 
even if current cost-cutting programs are prosecuted 
vigorously. 

Labor costs are particularly rigid in the industry, 
and although furloughs of personnel have increased, 
featherbedding practices and long term wage con- 
tracts offer little hope of substantial wage-cost relief. 
Abandonment of unprofitable spurs and continued 
attempts to reduce or eliminate passenger traffic and 
its concomitant deficits holds out some hope, but the 
prolonged public hearings before state authorities 
are time consuming, and hold little immediate 
promise for most carriers. 

Railway managements are not sitting on their 
hands, however. Aside from pressing for abandon- 
ments and higher rates, the movement towards auto- 
mating yard operations, and handling and loading 
procedures, is moving swiftly ahead. One immediate 
result has been elimination of some trackage, reduc- 
ing three-track lines to two-track through automatic 
traffic control. The unused rails are then usable as 
replacement equipment, cutting roadbed mainte- 
nance costs. 

Despite the overall bearish outlook for the car- 
riers, regional differences will vary the impact of an 
economic downturn on individual companies. West- 
ern Roads, such as Union Pacific, Southern Pacific, 
Atcheson Topeka & Santa Fe and Denver & Rio 
Grande ,generally stand to fare better than the 
industry as a whole. Their longer haul traffic is more 
profitable and passenger business is not as deleteri- 
ous as for most other rail groups. 

In the East, on the otherhand, heavy passenger 
loads in the face of declines in freight originations 
may seriously cut earnings and further jeopardize 
dividends. Southern roads enjoy some of the advan- 
tages of the western roads, and those moving into 
the Texas and Arizona area should continue to bene- 
fit from the high level of defense business being 
maintained in those areas. Coal roads, should show 
revenue slippage in view of declining steel produc- 
tion. However, continued good demand from abroad 
and steady revenues from coal-burning utilities 
should keep the drop to modest proportions. 

Within this framework of poorer industrial condi- 
tions, the companies will have to keep up their 
running competitive battle with the truckers and 
the airlines. Various plans extant give some promise 
of enhancing the rails’ competitive position, but con- 
crete developments are still in the future. 
Nevertheless, the outlook for progress in the com- 
petitive struggle is better than in the recent past. 


CONSTRUCTION — Construction activity offers one of 
the truly important cross-trends in the economy as 
we enter 1958. With capital spending on the down- 
grade and new homebuilding falling off through most 
of 1957, prospects for next year had not appeared 
particularly bright. Nevertheless as the month-by- 
month data is compiled, (Please turn to page 486) 
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$32 Billion 
Overseas Investment— 
Capital With a Mission 


By A. W. ZANZI 


% Saffron-robed Buddhist monks in Bangkok pause 
under a sign that invites them to restore their spirits 
with refreshing Coca Cola. Shell Motor Oil promises 
a quick start in Europe’s many tongues. In Europe, 
Latin America, Asia and Africa, Singer sewing 
machines hum industriously in homes and factories 
as varied as their operators. From countless bill- 
boards and publications all over the world, Colgate 
dentifrice smiles its bright assurance of sparkling 
teeth. Palmolive soap caresses with cosmopolitan 
impartiality the complexions of dusky Nubian maid- 
ens, porcelain Japanese Geishas and alabaster Swed- 
ish beauties. Brand names that are household words 
in the United States are also commonplace in Afri- 
can “tukuls”, Philippine “barrios” and Latin Amer- 
ican “haciendas’’. 

This international ubiquitousness of American 
products is an insistent witness to the silent revolu- 
tion in living standards wrought by a joint and 
profitable partnership between American capital 
and foreign labor and materials. And the abundance 
of goods created by this cooperative effort reflects 
a gigantic Point Four program, conducted under 
private auspices, which eclipses in scope and magni- 
tude the more publicized achievements of U. S. and 
U.N. projects. American business is conducting a 
foreign aid program of its own which has the great 
virtue, among many others, of not constituting a 
drain on the fiscal resources of the United States. 
Moreover, in a world rushing toward industrializa- 
tion, U. S. capital and know-how are destined to play 
an even more prominent role in raising living stand- 
ards all over the world. A new and greater age of 
abundance is about to unfold in Europe. At the same 
time, the people of Asia, Africa and Latin America 
will be exposed, almost for the first time, to the 
material benefits of industrial society. In that pro- 
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cess, America’s contribution of investment capital 
will soar substantially above today’s $32 billion. 

Rich new overseas markets have beckoned to the 
United States ever since the days when the profits 
and losses of foreign trade were summarized in neat 
script in the counting houses of Boston, Salem, 
Charleston and New York. However, companies that 
once did all their manufacturing in the United 
States and proudly stamped their goods with that 
universal assurance of quality, “Made in U.S.A.”, 
before shipping them abroad, are now finding it 
more advantageous to make their goods overseas. 
This development is the result of many factors. But 
fundamentally it is a reflection of the fact that capi- 
tal exports from the United States in the twentieth 
century are in part a substitute for the migration of 
people to this country, which has been severely 
limited by laws backed by organized labor in this 
country. Cheap labor, instead of being allowed to 
come to the United States to work with American 
capital, is supplied with U. S. capital abroad. These 
funds have either been supplied by Washington in 
the form of foreign aid or by private investors seek- 
ing higher returns or striving to maintain their 
markets overseas in the face of growing trade re- 
strictions. 


Scores of U. S. Companies Abroad 


The catalog of U. S. firms joining the foreign 
production parade is a comprehensive cross-section 
of American industry. The galaxy of U. S. concerns 
manufacturing abroad or with foreign licensing ar- 
rangements includes practically all of the “500 
largest corporations” plus a wide spectrum of me- 
dium and smal] companies in almost every line of 
commercial and industrial endeavor. While their 
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number is great, the exact total is as yet unknown. 
The International Management Association, whose 
familiarity with this field knows few peers, estim- 
ates that “some 1,500” American firms have one or 
more operating subsidiaries or branches in other 
countries, not counting licensing arrangements 
whereby U. S. products are made by foreign com- 
panies. While this is an impressive total, their con- 
tribution to the world economy is even more im- 
portant. For these plants are now producing about 
$40 billion worth of goods annually and yielding 
about $4 billion a year in profits to their owners in 
the United States. 


Rapid Rise of Private Investment 


These signal achievements are the result of a 
sharp postwar surge in U. S. overseas investments. 
The sum of American funds invested in foreign 
enterprises has risen from a scant $2.6 billion in 
1914 to $7.5 billion in 1929 and to more than $32 
billion in 1957. What is more, the foreign investment 
pace is quickening. The 1957 outflow of American 
capital, when it is finally summed up, may in all 
likelihood approach the record of $4 billion regis- 
tered in 1956. In that year U. S. companies added 
$2.8 billion to their direct investments abroad. At 
the same time United States financial institutions 
and other private investors supplied short-term and 
long-term loans and credits worth an additional $1 
billion. Reinvestment of the overseas earnings of 
American firms, averaging about $600 million an- 
nually since 1946, shot up to almost $1 billion in 
ay and will undoubtedly better this performance 
In 1957, 

Furthermore, the volume of U. S. investment 
abroad is a good deal larger than even these figures 
would indicate, for they represent only net invest- 
ments. As such, they tend to understate the full im- 
pact of American capital exports inasmuch as the net 
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figures consist of gross investment minus the pro- 
ceeds of old investments liquidated and returned to 
this country. It is for this reason that the July issue 
of Foreign Affairs placed the value of gross capital 
spending by American firms in 1956 at approxim- 
ately $5 billion. Total U. S. investments abroad also 
are understated because assets are carried at book 
value which, considering the inflation of postwar 
years, is considerably lower than replacement cost 
or market value. Thus, U. S. overseas investments 
should perhaps be more realistically appraised in 
the light of their market valuation of about $50 bil- 
lion rather than at their book value of $32 billion. 

Earnings of U. S. direct and portfolio investments 
abroad have been tracing a steep upward curve 
since 1946, when they totaled only about $1 billion. 
Since then, the figure has risen to $3.4 billion in 
1956 and may come close to $4 billion in 1957. Even 
this figure may seem puny in years to come when 
projects launched in recent years are completed, 
thus adding their contribution to the growing 
stream of income from the foreign operations of 
U. S. parent companies. 

American petroleum companies earned about $1.4 
billion in 1956 but the 1957 total may surpass this 
figure by a handsome margin despite the disruption 
caused by the Suez crisis. Almost half of the gain in 
oil earnings was due to an increase in Venezuelan 
output of crude petroleum. Earnings from oil prop- 
erties in Canada also are rising although they will 
make their great contribution to income only when 
the large development expenditures of recent years 
begin to pay off in a larger flow of oil. But the great- 
est gain in earnings from foreign operations will be 
registered by U. S. manufacturing abroad, for it is 
in this sector that the greatest expansion in United 
States investment will take place in the next few 
decades. Moreover, while income from industria] and 
commercial operations in Latin America will con- 
tinue to rise, (except, possibly, for a temporary 
slowdown in 1958), earnings from U. S. invest- 
ments in Europe will increase more rapidly in vol- 
ume and in their relative importance in the coming 
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years. The reason for this is to be found in a pros- 
pective abatement in Latin America’s economic 
boom and in that area’s growing political instability. 
But an even more important influence will be the 
fact that the European Common Market will force 
American firms to manufacture on the Continent if 
they are to increase or even retain their share of 
trade in Europe. 


Common Market Impact 


It is now generally recognized that American 
companies will have to produce more of their goods 
in Western Europe in order to compete more effect- 
ively in the Common Market to be set up by France, 
Germany, Italy, the Netherlands, Belgium and Lux- 
emburg. Products made in the United States for sale 
in Europe will in many instances be placed in a 
comparatively inferior position as the six nations 
reduce tariffs on trade among themse!ves and set 
up uniform duties on imports from other nations. 
United States firms that are unable to establish 
plants in Europe will seek to mitigate the impact 
of the Common Market by making greater use of 
free ports on the Continent; by shipping in bulk to 
those ports and processing and packaging there for 
local markets; by placing greater stress on shipment 
of component parts for assembly in local European 
plants; and by more extensive use of licensing ar- 
rangements whereby European companies manu- 
facture the U. S. firm’s products. 

The industrial move to Europe is already under- 
way. A recent survey of American companies that 
already have overseas investments indicates that 
nearly all of them plan an expansion of their manu- 
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facturing facilities outside the United States during 
the next five years. These same firms ail stated that 
they expected to expand their sales promotion tp 
develop their overseas markets. Their ranks will soop 
be swelled by a long list of firms that expect ty 
plunge into overseas manufacturing for the first 
time. For example, it is expected that many U. § 
chemical firms will intensify their foreign opera. 
tions, in 1958 and in subsequent years. In so doi 
they are responding to Europe’s great potential for 
growth and to their interest in profiting from the 
Continent’s economic renascence by avoiding the 
danger of exclusion from Europe’s expanding mar. 
kets. Most companies have been and are still re 
luctant to expand abroad. Many fears hold them at 
home. Fear of exaggerated nationalism—so much ip 
evidence recently in Indonesia—leading to excessive 
government interference or even expropriation, dis- 
courages many enterprises. Strange laws, customs 
and taxes also are a frequent deterrent. 

But growing competition of European and Japan- 
ese producers in export markets and decreased 
domestic opportunity for expansion has _ helped 
many concerns overcome these fears. Moreover, the 
prospect of the formation of other free trade areas 
in the world—all of them discriminating against dol- 
lar goods—is accelerating the trend toward construe- 
tion of branch plants abroad. 


Oldtimers and Newcomers Overseas 


Many of the companies with ambitious overseas 
plans are relative newcomers in the international 
field. Among these is Clark Equipment Co. which 
has had licensees abroad for some years but will 
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pegin manufacturing its products in 14 overseas 
plants within another year. H. J. Heinz is another 
frm about to embark on its first venture on the 
Continent. Already successfully operating in Aus- 
tralia, Canada and Great Britain, Heinz now pro- 

s to manufacture processed foods in West Ger- 
many and the Netherlands. Hertz Corp. has joined 
forces with American Express to form Hertz-Amer- 
ian Express International Corp. as their instru- 
ment for extending auto and truck rental activities 
overseas. 

But many other enterprises are hardened veterans 
of foreign operations, W. R. Grace Co., for example, 
has been active in South America since it was 
founded in Peru in 


Effect on Foreign Economies 


But overseas business has not merely offered 
greater opportunity for corporate profits. There is 
another side to the investment coin which deserves 
considerably more attention than it has been get- 
ting. The fact that rising American private invest- 
ment is financing a record-high level of U. S. exports 
by providing liquid dollar reserves to foreign na- 
tions is certainly a vital component of a compre- 
hensive view of the role of U. S. private capital ex- 
ports. And it is a role which will gather importance 
in years to come. But these are considerations which 
are receiving sufficient, if frequently misguided, 
attention today. What 
has not been adequate- 
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ly emphasized, how- 
ever, is the impact of 
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1895. National Cash 
Register’s foreign 
manufacturing activi- 
ties started only a 
year later. Others, like 
Creole Petroleum, 
Goodyear, Goodrich, 
Firestone, General 
Motors, Ford, Pepsi 
Cola, U. S. Steel, 
Standard Oil of New 
Jersey and American 
& Foreign Power are 
in the middle years of 
foreign operations. 

A large proportion 
of these companies de- 
rive a substantial 
share of their income 
from their overseas 
branches and subsidi- 
aries. For example, 
Burroughs Corpora- 
tion’s investments 
overseas have risen to 
the point where bill- 
ings from these 
sources now account 
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investments on stand- 
ards of living abroad. 

The influence of this 
investment, in terms 
of employment, pro- 
duction, taxes, health 
standards, new prod- 
ucts and more leisure 
time has been little 
understood until early 
in 1957 when the U. S. 
Government released 
a pioneer study of 
U. S. investments in 
Latin America. Among 
its many contributions 
to our knowledge, the 
survey helps develop 
an appreciation of the 
fact that the payment 
of local taxes by U. S. 
investors is a signifi- 
cant element in enabl- 
ing Latin American 
governments to meet 
| their budgets and pro- 


© Trade 7% vide needed public 
works and_ welfare 

Public Utilities services. The experi- 
8% ence of the Standard 

Oil Company of New 

All other Jersey is a case in 
11% point, for, while it 





does not operate ex- 





of their gross income eas 

from syrup sales to 

foreign bottlers. International Business Machines 
Corp., which has stepped up its overseas invest- 
ments by more than 400% since 1946, ascribes about 
20% of its total revenues to overseas sources. 

The importance of foreign markets to U. S. firms 
manufacturing abroad is brought into sharp focus 
when it is realized that, for many companies, foreign 
sales make up a large share of total sales. In the 
case of Singer, for example, this ratio has been over 
30%, Colgate (40%), Sterling Drug (35%), Pfizer 
(33%), Kodak (30%), and Johnson & Johnson 
(17%) are other U. S. companies who derive a re- 
spectable share of their income from foreign sales. 
H. J. Heinz has been drawing 44% of its sales and 
‘1% of its net earnings from its foreign operations. 
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clusively in Latin 
America, it does have important affiliates in that area 
and pays a huge tax bill in many different nations. A 
recent study prepared by the company notes that 
of the total $2.2 billion in taxes paid at home and 
abroad in 1955, $1.6 billion were disbursed to for- 
eign governments, including $887.3 million on oil 
imports, $166.3 million on products sold, $310 mil- 
lion in income taxes and $199.4 million in production 
payments applied income tax liabilities. 

~ The Department of Commerce survey also is a 
trenchant refutation of the oft-heard claim that 
U. S. investors have taken more funds out of Latin 
America in the form of dollar earnings than they 
have invested in the form of new capital. These 
statements have failed (Please turn to page 478) 
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Inside 
Washington 





SMALL BUSINESS will play a large part in Army Re- 
search and Development in the expectations of Sec- 
retary Wilber M. Brucker materialize. The army 
spent $393 million in this branch of its operations 
last year and is scheduled to pass the $439 million 
mark in fiscal 1957. Accent on missilry will tend to 





WASHINGTON SEES: 


A news story syndicated by the labor press 
to its member publications following adjournment 
of the AFL-CIO convention in Atlantic City re- 
flects Labor’s belief Secretary James P. Mitchell’s 
take-it-easy program won't be accepted by Con- 
gress. The Cabinet member delivered a speech 
that could have been written by Walter P. 
Reuther. The labor press appraised it this way: 


“Atlantic City—Secretary of Labor James 

P. Mitchell offered the AFL-CIO convention 

a program of labor legislation which won 

the delegates’ applause, but is unlikely to 

get votes, much less cheers, from the Repub- 
licans in Congress. Mitchell said the Eisen- 

hower administration would oppose both a 

national ‘right to work’ law and any effort 

to apply anti-trust legislation to unions.” 

The secretary outlined a program of proposed 
legislation which is a true copy of what the 
unions have said they will accept without a fight. 

The laborite publicists were not unaware that 
Senator William R. Knowland will remain in the 
Senate for several months more and that he is 
currently campaigning for right-to-work oppor- 
tunity, to be. legislatively guaranteed, in Calli- 
fornia. They knew, too, that several other Senators 
who will be on — hold the same views. 

Union leaders are saying they have no fear of 
legislative sanctions. But their publicists are using 
union papers to ready the rank-and-filers for what 
may be ahead. 











By “VERITAS” 


spread the work: the services will rely on much more 
of the physical and social sciences as the fighting 
equipment becomes more atomic, electronic, and 
supersonic. Naturally the big companies must lead 
the performance; only they are set up for a substan- 
tially total job. But Brucker sees great opportunity 
for small business ; wants, he said, its ideas and bids. 


CIVILIAN DEFENSE will be on standby basis until 
matters regarded more immediate are taken care 
of. That’s one reason; another is the fact that the 
Federal Civil Defense authorities have submitted a 
bomb shelter program which would cost more than 
$30 billion and the White House promptly filed it 
away “for future reference.” The original concep 
tion of civil defense was one of shelter while bombs 
were falling and debris settling. Atomic and hydro 
gen weapons have changed all that by adding the 
hazards of radioactive fallout over an undetermined 
area, plus the problem of field and warehouse food 
contamination. An attitude of fatalism in modern 
warfare has contributed to the stalling tactic. 
LEASING of production equipment as a method for 
permitting renters to expand their output without 
increasing financial burden has been studied by the 
Small Business Administration and the results are 
compiled in a booklet “Should Your Plant Lease 
Production Equipment?” The answer found is “yes”: 
the finding is underscored by reasonings which ap 
pear logical. But SBA also lists the pitfalls. Sug- 
gestions are offered as to how plants with worn o 
outmoded machinery and lacking funds for new 
equipment can get back into the swim of business. 


SIGNS OF TIMES: the evening program sponsored by 
AFL-CIO, featuring Edward P. Morgan and The 
News, which has spoken for “the 15 million members 
of the AFL-CIO,” now speaks for the “thirteen and 
one-half million” members . . . “Labor’s Daily,” pub 
lished by the printers union for the past five years, 
failed to win financial backing from the AFL-CI0 
convention and announces it must suspend after the 
First of the Year. 
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> Viewed at this juncture and without taking into 








consideration the facts of swiftly-changing political 
outlooks, the republican party has little to rejoice over 











as the new session of Congress begins. 


This is the second 





half. 





year. 


Jersey, and William Jenner of Indiana. 
of political campaigns and, 
have won a new term. 
nominees can. 





The GOP not only is outnumbered now, but it seems 
very likely that the next Congressional election will 
clip its wings even deeper. 
sectionalism are against the republicans. 
number have announced they will not seek-relection next 
Latest are senators H. Alexander Smith of New 


The facts of mathematics and 
Five of their 








Each is a veteran 
conceivably, each might 
There are grave doubts that successor 





» In the case of Jenner, a clash of personalities 
and ideologies caused him to pull out. 





He can't abide 





"modern Republicanism" and he is more outspoken 


against the Administration than most 
democrats. It is hard to visualize him 
urging election of an "Eisenhower 
republican" -- or a "Nixon republican," 
for that matter. Yet any other type of 
nominee wouldn't get far even if he did 
squeeze through in a race against the 
Jenner machine. There is Eisenhower 
support and Jenner support in Indiana: 
it's doubtful if either could transfer it 
to another. They would make an unbeatable 
team, but in single harness neither could 
be sure of deciding a race against a 
democrat without united backing. 























> Senator Smith might have had 
another try, if encouraged. But Smith is 
nearing 80 years of age and the prospect 
of a Senator remaining fully active 
through the age of 85 wasn't appealing to 
the GOP organization in New Jersey. They 











the Presidency. California politics are 
undertain and the democrats have a 
candidate, Brown, who, some say, can beat 
Knowland. If he comes reasonably close to 
defeating Knowland, it would mean 
curtains for the Senatorial prospects of 
Goodwin Knight, denied re=-nomination for 
Governor and backed for the Senate by way 
of compensation for playing along. 
Knowland is a stronger vote-getter than 


Knight, according to all polls. 














» A republican senator from Maine 
would normally be taken for granted. But 
since the last election of Senator 
Frederick G. Payne, the state has twice 
elected a democrat as governor and the 
trend in state and local elections has been 
running the same way. Payne stands out as 
the one republican on the horizon who 
might be regarded certain of election. He 














dumped him. Of course Smith was allowed 
gracefully to withdraw but he could read 
the handwriting when President Eisenhower 
released one of his Secretaries, Bernard 
M. Shanley, to enter the pit against 

Smith in the upcoming primary. Smith 
might haye made it a fight, but Governor 
Meyner's easy win in his re-election bid, 
indicated New Jersey political climate 

is anything but balmy. Even for Smith, the 
republican party's strongest vote-getter 
in the state. 














» Senator William R. Knowland 
probably would have no trouble winning 
re-election in California. But he wants 
to be Governor -- possibly because more 
Governors than Senators are nominated to 
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has decided not to run. 


50-to-46 lead in the Senate. Only 15 
democrats are up for re-election in 1958, 
and six of them are from democratic 
southern states which have never strayed 
from the party fold. The remaining seven 
while not put down as "certain" (as are 
the southerners), will surprise themselves 
and their colleagues if they fail to win 
handily. A republican comes up for 
re-election in Minnesota, which elected a 
democratic colleague since last race; the 
same is true of Michigan, where Senatcr 
Potter, republican, was given a democrat 
for senatorial partner two years ago. 
Maryland and Connecticut have been 
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returning to the democratic party in 
strides, and two senate seats are up for 
grabs there. With an unsettled 
Presidential situation troubling the 
republicans, the 1958 congressional 
election might well result in a democratic 
landslide. 














» AFL-CIO rejection of a one-year 
moratorium on wage increases in the 
building trades won't end.the discussion. 
The proposition came from President Gray 
of the Building and Construction Trades 
Department on the eve of a convention to 














get-all-we-can mission. More pay for less 
work (higher hourly wages) had been 
trumpeted at the meetings which chose the 
delegates; they had no alternative, no 
time for sampling rank-and-file 
sentiment. It is doubtful that management 
will abandon its reckonings of what might 
be accomplished, under the "correction" 
of conditions a wage moratorium would make 
possible. 














» It's possible that some concrete 
results from a voluntary wage freeze may 
be available by the time the next important 
contracts come up for re-examination. 
There are strong indications that British 
labor leaders are taking to heart their 
country's warning that the spiral wage 
boosts picks up price lists on its ascent 
and often can work more harm than benefit 
to the wage earner. It is reported from 
London that labor leaders have been less 
belligerent of late and that demands have 
been less forcefully put, negotiation more 
cordially invited. All this follows the 
British Government's campaign of education 
on the effect of wage boosts on the cost of 
living. President Eisenhower made passing 
reference to the same subject but hasn't 
followed through. 



































» With warehouses bulging for 
surplus farm commodities, the Department 





One was that he will remain in the Cabinet 
as long as the President wants him to 
serve, and that hardly made news. 





>» But Benson also laid out his 
plans for next year, legislative or 
otherwise. That didn't make news either; 
Benson's dissertation added up to the fact 
that nothing will be changed goal-wise: 
rigid price supports will not be firmly 
applied, emphasis will be placed on less 
planting, more effort looking to overseas 
market. It wasn't a new program; Benson 
Simply spoke in a louder voice. 














» Another effort is being made by 
the Pentagon to decide how much 
institutional advertising is necessary 
to keep an industry name and trade-mark 














much of that amount is properly chargeable 
to the cost of performing a defense 
contract. With each new spurt of plane, 
missile, or other armament activity the 
issue springs to the fore. It has been 
settled a dozen times during and since 
World War 2, but each new set of experts 
or "czars" looks at the figures and 
exclaims: "too Much!" Dec. 16 was the 
deadline for filing comments on a Pentagon 
proposal to tighten this cost factor. 
Perkins McGuire an Assistant Secretary 
of Defense gathered the material, 
presumably will come up with 
recommendations later. 

















» McGuire is bending special 
effort toward a policy for the Air Force 
procurement offices. An industry which 
has only. Uncle Sam as a customer doesn't 
need to advertise its wares in newspapers 
and magazines. There's no quarrel there; 
but the issue isn't that simple. There is 
no firm that always has been and expects 
always to be a defense contractor. Some 
of them made a dozen items before the 
Pentagon put them 100 per cent in defense 
































of Agriculture all-crop production index 


work; with sudden shifts in material 





for 1957 will equal the highest in the 
history of record-keeping. This is in 
spite of Administration efforts to find 
foreign markets, and to buy the Farm Belt's 
cooperation. In the past 25 years, the 
Federal Government has spent $22 billion 
to help the farmer attain economic balance 
and the problem still is with us. 
Secretary Ezra Taft Benson recently called 
the press infor "important announcements." 
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procurement, many of them could find 
themselves back making water buckets, 
sewer pipe, home radios, and whatnot. But 
the advantages of a reputation built over 
the years can be rapidly destroyed; out of 
print for a few years, means out of mind. 
Defense contractors are asking only that 
their versatility not be destroyed; they 
aren't asking big appropriations to 
advertise their performances. 
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NATURAL GAS INDUSTRY 





UNDER NEW COURT DECISIONS 


By KENNETH HOLLISTER 


*% Stocks of the natural gas group, which have been 
beset by adverse developments for the past six 
months, suffered further price erosion in recent 
weeks as a result of a decision rendered by the 
United States Court of Appeals for the District of 
Columbia Circuit. In the case of Memphis Light, 
Gas and Water Division, et al, vs. Federal Power 
Commission the court ruled that, except under cer- 
tain circumstances, the FPC cannot accept or rule 
on a proposed rate increase filing by a natural gas 
company, until all interested parties had agreed to 
the amendment of existing contract and a specific 
new price. If upheld, the effect of this ruling would 
be to radically alter the procedure by which natural 
gas companies have traditionally translated in- 
creased gas and operating costs into higher rates. 
In strong terms the Court of Appeals stated that 
the portion of the Natural Gas Act, under which 
most rates formerly had been set, merely fulfilled 
the requirement of public notice of filing of a re- 
formed contract. “It is only at this point,” the court 
Said, “after the parties have negotiated a new price 
term that the Commission . . . in any way becomes 
Involved with the rate changing process.” After con- 
tracts have been filed, according to the court, the 
Commission may on its own motion or at the request 
of an interested customer, state or municipality re- 
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view the contract and order lower rates if the terms 
are unlawful. While such an investigation is being 
conducted the higher negotiated rates are collected 
under bond subject to refund of any portion found 
to be excessive. Should a natural gas company not 
be able to obtain agreements to its proposed rates it 
could only seek to have the FPC make an investiga- 
tion and set higher rates if such action were found 
to be in the public interest. No changes in rates 
would be possible until the Commission had ruled 
on the application. In other words, the higher rates 
could not be collected subject to refund. The political 
aspects are appalling. 


Ruling Has Wide Impact 


As it stands the decision has broad ramifications 
for the entire industry as it can affect not only rates 
but also financing ability and costs and future gas 
supply. First, and most important over $200 million 
of rate increases now pending before the FPC would 
almost certainly be dismissed. It would then be neces- 
sary for the companies seeking higher rates to nego- 
tiate price contracts with each of their customers 
before filing the new schedules with the Commission. 
Some pipelines, it may be noted, are already ap- 
proaching customers and seeking price settlements. 
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There is also a risk that some 
past rate increases granted by 
the Commission may be jeop- 
ized, but this threat does not 
appear likely to materialize to 
any significant degree. 


Lengthy Legal Battles Ahead 


The decision is to be appealed 
to the United States Supreme 
Court by the Federal Power 
Commission, one of the pipeline 
companies affected by the case 
and by a representative of the 
natural gas industry. While 
technical, it is necessary to 
view in some detail the pro- 
cedure of appeal in order to out- 
line the time period that may 
be required for a final decision. 
Petitions for certiorari are ex- 
pected to be filed with the 
Supreme Court by mid-January 
1958. That court will then con- 
sider whether or not the peti- 
tion will be granted and it is 
hoped that the ruling will be 
made before the summer recess. 




















Energy Consumption Per Capita 
in the United States 


Year 





Index of 
Industrial 


Total 
Energy 


Natural 


Gas 


Production Per Capita Per Capita 
Population (1947-’49 (Millions (Millions 


(Millions) 


of Btu.) 


of Btu.) 


1920 106.4 41 186 8 
1925 115.8 49 180 10 
1930 123.0 49 181 16 
1935 127.2 47 150 16 
1940 132.1 67 181 21 
1945 139.9 107 225 28 
1950 151.6 112 232 41 
1951 154.3 120 239 47 
1952 157.0 124 233 49 
1953 159.6 134 236 51 
1954 162.4 125 223 53 
1955 165.2 139 247 56 
1956 168.1 143 251 60 
—-— 








If denied, the Memphis decision stands as the law 
of the land; if granted hearings could be held before 
the Supreme Court in the fall of 1958, at the earliest. 
A decision might then require another three to six 
months. Thus it can be seen if the Supreme Court 
hears the case it may well be a year to eighteen 
months before the situation is finally clarified. 

At this point it is sheer speculation to attempt to 
prophesy what the outcome will be. There is a wide 
difference of opinion within the legal profession and 
there appears to be much that can be said for both 


sides. Suffice it to say that re- 
versal will return the legal pro- 
cedures of the FPC and indus- 
try back to the status of the 
past ten years while sustaining 
the decision will cause at least 
a temporary upheaval of the 
traditional relationships within 
the industry. 

Should the decision be upheld 
it seems quite reasonable to 
assume that attempts will be 
made to amend sections of the 
Natural Gas Act relating to 
rates. As things stand currently 
any revision would probably 
contain terms which are more 
stringent than those now in the 
act. It may also be noted that 
amending the Act will not aid 
the Natural gas companies to 
collect rates for which applica- 
tions are now on file as an Act 
of Congress cannot have a 
retroactive effect (except with 
regard to certain tax laws). 

The outlook however is not 
completely bleak. At worst there 
may be a period of six to eight- 
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een months of uncertainty but 
even during that period paths 
toward solution should begin 
to become apparent. As mep. 
tioned above, pipeline compe. 
nies have already started nego. 
tiating with their customers 
Further, the substantial de 
mand for additional quantitig 
of gas will necessitate reasop- 
ableness on the part of dis 
tributors located in areas of 
political pressure if the needed 
gas is to be forthcoming. 


Positive Steps Taken By 
; Gas Industry 


In the meantime the industry 
continues to grow at a phenon- 
enal rate. Where natural gas 
provided 13% of the energy re- 
quirements of this country in 
1946, currently it accounts for 
about 27%. Based on a report 
of the American Gas Associa- 
tion, natural gas will supply 
about one-third of the nation’s 
needs by 1975. Growth of this 


magnitude will require all segments of the industry 
to work together in reasonable harmony in order to 
obtain new gas reserves and the essential financing 
which must be undertaken. 


Over the coming year the industry expects to 


spend almost $2 billion on new construction, one 
of the largest amounts in its history. As far as can 
be ascertained all of the companies intend to proceed 
with their plans despite the uncertainties created 
by the Memphis decision. Some difficulties have 
arisen, however, and a proposed mortgage bond sale 
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by Natural Gas Pipeline Com- 
pany of America (a subsidiary 
of Peoples Gas, Light and Coke 
Co.) has been postponed. On 
the other hand two major pipe 
line companies propose to sell 
common stock during the first 
quarter of 1958. Assuming 
these issues are sold it seems 
likely that others will follow. 
Costs will probably be higher 
than those that would have been 
experienced without the court 
decision however. Should any 
further delays in financing be 
necessary, bank loans will be 
used to a greater extent for the 
time being. 


Decision Favorable To 
Independent Producers 


Independent producers of 
natural gas stand to benefit 
from this decision, initially at 
least, because of the court’ 
blessing on contractual rela 
tionships. In practically 
cases agreements between pre 
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ducers and pipelines contain set price conditions over 
a term of years. Under the Memphis decision the 
burden of proving these rates were unlawful would 
rest on the FPC rather than requiring the producers 
to prove their lawfulness. Over a longer period the 
rates at which the producer would sell his gas 
would tend to be related to what the distributor 
will pay rather than what the pipeline pays, as at 
resent. 

mA derivative of the decision seems to be a with- 
drawal of producers’ support of the Harris-O’Hara 
Bill to amend the Natural Gas Act and free pro- 
ducers from FPC rate jurisdiction. If a sizeable 
number of producers decide that the Memphis deci- 
sion protects them adequately, passage of the amend- 
ment may not be possible at the coming session of 
Congress. 


Distributors Strengthened 


For the moment the distributor of natural gas has 
mounted to a commanding position. While it will 
only be transitory because of the need for additional 
quantities of gas, the Memphis decision if upheld 
will strengthen the industry position of this group. 
For example, with price contracts applying from the 
producer to the distributor the latter company will 
have the benefit of knowing what his costs will be 
for a fixed period. In turn this should permit promo- 
tion of gas appliances and industrial sales in com- 
petition with other fuels. 

The possible effects of the Memphis case on vari- 
ous companies in the natural gas group may range 
from very important to negligible depending on the 
status of its rate schedules and rate increase applica- 
tions, if any. The nature and location of the service 
area and past relations with customers and local 
regulatory authorities also are important in eval- 
uating the outlook for the different companies. Even 
if reversed the Memphis decision could have impor- 


tant longer term effects in regulation of prices for 
natural gas. In the succeeding paragraphs the out- 
look for important pipeline and integrated compa- 
nies in the natural gas industry is presented. 


American Natural Gas 

Operating subsidiaries of this holding company 
serve the fairly densely populated area of Southern 
Michigan including the City of Detroit and the City 
of Milwaukee and its environs. In recent years the 
main problem of the system has been its inability 
to obtain adequate gas supplies to meet the rapidly 
growing demands of the area. In the past five years 
the number of heating customers attached to system 
companies has increased about 192,000 or 55%. With 
the completion of the new American Louisiana Pipe 
Line in 1956, which added 40% to system capacity 
the distributing subsidiaries have finally been able 
to tap almost 100,000 new applications for residen- 
tial heating service. The operating subsidiaries are 
able to add this business on a favorable basis because 
of the strong underground storage network owned 
by the distributing companies. 

Despite completion of the new line, 1957 earnings 
will probably be about $3.90 to $4.00 compared with 
$4.34 for 1956. Among the reasons for the lower 
earnings are the sale of additional stock, warm 
weather and higher operating costs. The substantial 
number of new customers to be connected during 
1958 should contribute to higher earnings but it is 
likely that another common stock issue will be re- 
quired in 1958 to finance the equity portion of the 
company’s expansion program. 

The Memphis decision should have only a minor 
effect on earnings of American Natural, perhaps 10¢ 
and 20¢ per share at most. Practically all of the 
rate increases now pending before the FPC are 
designed to offset higher gas costs which also would 
be dismissed if the decision is upheld. The $2.60 divi- 
dend appears quite safe. (Please turn to page 480) 



































—— 
Statistics on Leading Natural Gas Companies 
citrine iis te Ghit: Gin 
- 1956 1957— Indicated 
1955 1956 Total Oper. Earnings Total Oper. Earnings 1957 Price- 
Earnings Per Revenue Per Revenue Per Div. Per Recent Div. Earnings Price Range 
Share (Mil.) Share (Mil.) Share Share Price Yield Ratio* 1956-1957 
American Natural Gas $3.33 $4.34 $153.8 $4.64 $184.4 $3.70 $2.60 48 54% 129 704-44 
Colorado Interstate Gas 5.23 5.09 46.8 5.28 53.3 4.38 1.25 35 3.5 8.0 81%4-35 
Columbia Gas System 1.03 1.44 343.2 1.48 355.5 1.22 1.00 16 6.2 13.1 18 -14% | 
Consolidated Natural Gas 2.86 3.33 265.2 3.26 271.7 3.39 2.00 42 47 12.3 492-3434 
El Paso Natural Gas 1.53 2.11 161.5! 1.591 214.1! 1.75! 1.30 25 5.2 10.7 4458-2112 
Mississippi River Fuel 2.02 2.33 41.8! 1.591 55.5! 1.58! 1.60 28 5.7 13.3 37%-26'2 
Northern Natural Gas 3.20 3.60 110.5 3.38 121.0 3.69 2.€0 46 6.0 12.4 58%-41 
Panhandle Eastern P. L. 2.50 2.75 82.8! 1.92! 86.0! 1.841 1.60 36 5.0 14.6 562-36 
Peoples Gas Light & Coke 2.85 3.07 173.0 3.01 174.8 2.81 2.00 36 5.5 12.8 4958-3512 
Southern Natural Gas 2.37 2.35 79.5 2.70 83.2 2.16 2.00 33 6.0 15.2 49-312 
Tennessee Gas Transmissiont+ 1.76 1.93 258.4 1.91 296.1 1.91 1.75 27 6.4 14.1 3658-2634 
United Gas Corp. 2.03 2.28 264.0 2.21 294.9 2.46 1.50 26 5.7 10.5 3858-25 
NOTE: With the exception of Mississippi River Fuel, all these com- +t—Co. plans to sell 1 million additional shares early in 1958, and 
ponies are collecting revenue under bond, relating to rate authorized a 20% stock distribution following the sale. Co. also 
increase application before the Federal Power Commission. plans to seek listing on the N. Y. Stock Exchange in March, 1958. 
*—Based on 9 months or 12 months to 9/30/57. 1—~9 months to Sept. 30. 
L ] 
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Two Studies of 
Industrial Leadership — 


@ Few people would couple U. S. Gypsum and 
Zenith Radio together when thinking about invest- 
ments. The two companies operate in different in- 
dustries and apparently have little in common besides 
their Chicago addresses. Nevertheless they are 
linked by a common bond, one of considerable im- 
portance these uncertain days. Each has resisted 
the sharp market decline of the second half of this 
year very well. Zenith was recently selling within 
7% of its high for the year, U.S. Gypsum within 
10%. With the market off some 20% from its high, 
whatever average is used, and many industrials, in- 
cluding some of the previously most popular issues, 
down some 30-50% from their peaks, such perform- 
ances are noteworthy. They may also be instructive 
for thoughtful investors. 

It is quite true that Zenith and U. S. Gypsum 
are in different industries. But the significance of 
their differences is far less than that of their simi- 
larities. Each is, after all is said and done, a living 
organism operating in an important part of the 
country’s economic system. As corporate entities, 
both feel the tug of general economic developments, 
both respond to the busines cycle, both feel the pres- 
sure of actively competitive markets. Each company 
has seen sweeping changes and opportunities in the 
post-war development of its industry and each has 
had the problem of adjusting to them. Moreover, 
both companies have met the post-war challenges 
in a manner calculated to strengthen their ability 
to face additional changes and opportunities with 
confidence. 


Strong Financial Structure 


The balance sheets of both companies are excep- 
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U.S. GYPSUM 


... ZENITH RADIO 


By EDWARD T. JOHNSTON 


tionally strong. Neither, for example, is burdened 
with any debt. Zenith does not even have a preferred 
stock to precede the interests of its 492,464 common 
shares. U. 8. Gypsum’s preferred stock interest is 
small, only 78,222 shares of one of those $100 par 
7% non-callable issues. It amounts, however, to less 
than $1 for each of USG’s 7,999,080 shares. 

Each company has ample working capital. Accord- 
ing to its most recent balance sheet, U. S. Gypsum’s 
cash items alone were nearly twice all liabilities 
and total current assets stood at almost three times 
current liabilities. Zenith’s cash was also almost 
twice all liabilities and its current position was 
equally impressive. Plainly these are companies for 
which the recent tight money markets held no direct 
fears however much they restricted their markets. 


TABLE 1 U.S. GYPSUM ZENITH 
Sales 
1937 $38.3 $17.3 
1947-49 131.6 85.3 
1956 265.0 141.5 
Earnings per share 
9 $ .82 $1.42 
1947-49 2.57 7.76 
1956 5.01 12.55 
Dividends per share 
1937 $ .50 $1.00 
1947-49 $ 1.27 1.50 
1956 2.50 5.00 


What is evidenced here is a high order of fiscal 
conservatism. That, of course, is not the whole of 
the story. These are highly profitable companies 
with sales, earnings and dividends that have grow? 
mightily since the pre-war peaks of 1937, twenty 
years ago, or the post-war base of 1947-49 as 8 
shown in the comparative data in Table 1 above. 
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These excellent operating records reflect another 
basic element of similarity, namely the able manner 
in which these companies took advantage of the 
growth of their markets. 


U. S. Gypsum 


As the largest domestic producer of gypsum, U. S. 
Gypsum could well be expected to benefit handsomely 
from the great housing boom of the past 12 years. 
It did. There was nothing automatic about the 
process, however. Every company in the building 
materials industry had the same opportunity, but 
few have been able to do so well as USG. Behind 
its success is a management with a keen sense 
of the attributes that embody leadership in an 
industry. 

Since it was founded in 1902, U.S. Gypsum has 
consciously directed its efforts along four main 
channels. 

1. Building and staffing an organization that 
would be able to bring the company’s products to 
every market in which they could be sold. 

2. Broadening the scope and usefulness of the 
company’s products through systematic research and 
development programs and acquisitions when and 
where they would fit logically into the pattern 


The acid test of these policies comes when business 
slows down. Here U.S. Gypsum stands out. In the 
1948-49 recession, U.S. Gypsum per share earnings 
eased about 10%, those of its nearest competitor, 
National Gypsum, dropped by a third Again in the 
rolling readjustment that housing has been going 
through since the peak in 1955, U.S. Gypsum has 
done very well. Share earnings actually were higher 
in 1956 than in 1955 and for 1957 they will probably 
come close to the record established last year. At the 
nine months mark, they were $3.71 versus $3.92 a 
share in 1956. National Gypsum’s earnings for 1956 
were 20% below those of 1955 and nine months data 
showed earnings of $2.50 a share versus $3.08 in 1956. 

USG’s dividends of $2.75 a share this year com- 
pare favorably with the $2.20 of 1955. National’s 
dividends of $2.00 a share are little better than the 
$1.92 a share paid in 1955. 

Working with one of man’s oldest plastics, U.S. 
Gypsum has, in short, moulded itself a record as 
fine and as solidly based as any of its ubiquitous 
products. 


Zenith Radio 


Zenith, on the other hand, works with one of man’s 


























of USG activities. 
3. Locating and building plants with an * — 
unprovincial regard for accessibility to raw eee seenneniinameainal — 
materials and markets. Rather than sticking Net Income ——_Deprec. Earnings 
close to the Chicago area, U.S. Gypsum has eee. ee eae hg 
long displayed its keen awareness of the im- antellnantinianeremmteaameaeniaeaamerte 
portance of freight costs to a producer of rela- U.S. GYPSUM: 
tively low value-high bulk products by locating Mn —— —— — yor $ be 
plants strategically. It now operates 23 gypsum 1954 216.9 315 54 323 398 
plants in 17 states and 3 in Canada. 1955 258.6 36.1 6.0 40.3 4.98 
4. Maintaining as strong a financial position 1956 265.0 36.5 72 404 5.01 
as feasible in the light of continuing long-range — See = ee ee nice 
studies of economic conditions and forecasts. ZENITH RADIO: 
Thus it has consistently avoided debt, some- a —™ $ - ” $ = ety 
thing few companies were able to do in the 1954 138.6 63 14 56 11.53 
post-war period, and instead chosen a conserva- 1955 152.9 9.0 16 8.0 16.31 
tive dividend policy. Total dividend payments 1956 141.5 7.1 15 6.1 12.55 
have been restricted to 55% of earnings since aE. ss is  — ose 
World War II, though some payment was made 
throughout the depression of the Thirties. Balance Sheet Data 
These policies are, of course, broad enough om ne ae 
to be shibboleths of any management. What ney tay moo 22/38/1988 
matters is the method of defining them in the ——_—_—— 
day-to-day operation that in its continuiny is meter ne ia ‘ (Millions) 
j i ong Term De a alue one jone 
_ eid wb aatien te As | ae gs = Preferred Stock (Stated Value) $ 78 None 
eo proverb, make aste slowly’, Js pro No. of Common Shares Outstanding (000) 7,999 493 
ably the best indicator of company policy with Capitalization $ 39.8 $ 36 
respect to any particular problem. Total Surplus $189.3 $ 49.3 
Cash and Marketable Securities $ 75.0 $ 35.0 
Policies Pay Off in Earnings Stability twee val ; 4 4 ns 
Current Assets $123.3 $ 57.9 
Thus in the late stages of World War II, oo Gain tam ; 8 5 oa 
Gypsum prepared itself for a sharp increase in Current Ratio (C. A. to C.L.) 3.0 2.9 
building in the immediate post-war years. It Net Property $141.9 $ 108 
marked time for a while after 1948 while wait- Vota! Acsote $269.4 $ 69.2 
ing to see the shape of the second stage of song ode: §-aseactag er 3g —" 
post-war economic activity. Then it began ex- Price-Earnings Ratio 13.2! 86 
panding rapidly again in 1953. It slowed the Indicated 1957 Dividend $ 2.75 $ 5.00 2 
pace of its own growth this year in anticipation Dividend Vield ........ ... cee OO 4.1%? 
ofa general slowdown but in 1958 plans to step 1—Based on estimated 1957 earnings per share. 
up ame building in the rapidly growing South- 2—Plus $2.00 special dividend, declared in 1957 payable 1/31/58. 
western part of the country. —_ 
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Like Gypsum, Zenith faced a 
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flowering of its markets in the im- 
mediate post-war years. After al- 
most 20 years in the laboratory, 
television came into its own. In a 
few short years, the market 
opened up to receive some 7-8 mil- 
lion sets annually. But it was a 
disorderly market. RCA, largest 
unit in the industry, made its pat- 
ents freely available on a modest 
royalty basis and dozens of com- 
panies entered the business in the 
search for a “fast buck.” As early 
as 1948, long before the peak of 
production was approached, tele- 
vision marketing became price 
oriented. 

The individual companies had 
to choose between competing on 
a price or a quality basis. Zenith 
chose quality. Though not one of 
the largest units in television, the 
company has been able to carve 
out a position of eminence among 
those stressing the quality of their 
sets. One of the leading indepen- 
dent consumer research organiza- 
tions has consistently rated its 








newest wonders, electronics. Nevertheless, the tech- 
nique of intensive development of its field of activity 
in order to maximize profit potentialities as employed 
by both companies is quite similar. 

Zenith started in radio in 1915 as Chicago Radio 
Laboratory. (It became Zenith Radio Corporation in 
1923). From radios, it has evolved into broadcasting, 
television, hearing aids, phonographs, small electric 
generators, electronic components and Phonevision, 
a toll-TV system. Each of these developments has 
come naturally with no dilution of shareholder inter- 
ests and has been financed by retained earnings. 


sets among the best, with the 1957 
model receiving top ranking. Moreover, it was 
among the first of the major electronics producers 
to discover high-fidelity. Both its phonographs and 
radios are built to appeal to this rich market. 


Hearing Aid Pioneers 


Important as radio and television are to it, 
Zenith’s management is probably proudest of its 
achievements in hearing aids. Inspired by what it 
considered the exorbitant prices charged by other 
manufacturers, Zenith developed its first hearing aid 
in the late Thirties. It was not, 
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however, able to get into produc- 
tion before World War II started. 
Then it took until 1943 to obtain 
the priorities necessary to make 
them. With its first sale, Zenith 
embarked on a “crusade”. (Edi- 
tor’s note: Zenith’s own term) to 
bring hearing aid prices down. It 
claimed that its aid was priced at 
approximately half that of units 
of comparable quality. With such 
a policy Zenith gained quick con- 
sumer acceptance and a position 
of industry leadership that it has 
yet to relinquish. 

Zenith’s business record is in- 
teresting also for what it has not 
done or, to put it precisely, what 
it is not yet ready to do. It and 
RCA have been at loggerheads for 
several years on the subject of 
color television. RCA, of course, 
has color sets on the market. But 
Zenith, which has built its own 
sets according to its own research, 
does not (Please turn to page 476) 
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A: the beginning of the new year, it is prac- 
tical to review calmly and analytically the reasons 
for the market performance of individual and in- 
dustry group stock prices. Investors often impair 
their judgement by relying on catch-all phrases like; 
“the market was too high,” or “credit was too tight,” 
to explain or rationalize the behavior of their hold- 
ings, failing to recognize the basic business trends 
that were largely responsible. For despite emotional 
and psychological stimulations, stock prices basically 
reflect the individual business indicators most closely 
related to their industry. In the year ahead, the in- 
vestor undoubtedly will face many swings and cross 
currents in the stock market. If therefore, he keeps 
his “weather eye” on the basic business indicators 
concerning his individual holdings, he may find him- 
self less vulnerable to rapid shifts in investment 
psychology. 

A good case in point are the aluminum stoeks. 
Aluminum Co. of America, the leading company in 
the domestic aluminum industry, declined in price 
from a high of $102 to the present $63 so far in 1957. 
Aluminium Ltd., the dominant factor in the world 
aluminum industry outside of the United States, 
likewise’ has suffered a decline from $53 to $27 this 
year. Basically, this is a reflection of an excess of 
supply over demand in aluminum resulting from an 
overexpansion in production facilities. In short, there 
is too much aluminum available for the near term 
thus cutting down earnings potential in the period 
ahead. And, since the industry, as a whole, had been 
selling on the basis of strong growth trends with 
insignificant dividend yields, it became vulnerable 
and exposed when the growth trend seemed inter- 
rupted. This trend became discernible at the begin- 
ning of 1957 and was confirmed later in the year as 
both Alcoa and Aluminium Ltd. began to turn in 
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lagging sales and earnings performances. Whether 
these stocks have discounted the short-term outlook 
remains a big question mark. 


Sulphur on the Downgrade 


Similarly the steep decline of the sulphur stocks 
reflected basic problems surrounding the commodity. 
Representative of the industry are the major sul- 
phur producers, Texas Gulf Sulphur and Freeport Sul- 
phur, who face increased sulphur production from 
Mexican suppliers coupled with price cuts. Texas 
Gulf in particular has had more than its share of 
misery. Declining sales plus reduced selling prices 
is a rugged combination to contend with. For Texas 
Gulf it resulted in greatly reduced earnings and the 
recently imposed 50% cut in common dividends.. 

More diversified Freeport Sulphur, with interests 
in new nickel and cobalt facilities along with potash 
and oil, has a brighter future but its stock still suf- 
fered because of the difficulties in the sulphur pic- 
ture. It is apparent that overproduction, decreased 
demand and the price cuts which inevitably follow, 
must result in an untenable position for the com- 
modity involved. To those companies who depend 
almost completely on the production of the com- 
modity, falls the lot of declining stock prices when 
that commodity’s economic balance is in jeopardy. 


Copper’s Compounded Difficulties 
The copper industry was faced with virtually the 
whole cycle of problems that could confront it dur- 
ing 1957. Copper commodity prices continued to 
sink throughout the year; industry supplies of copper 
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Allis-Chalmers 
Aluminium, Ltd. 
Aluminum Co. of Amer. 
American Airlines 
Amer. Smelting & Refining 
American Sugar Refining 
Anaconda Co. 

Armco Steel 

Atchison Top. & St. Fe 
Babcock & Wilcox 
Boeing Airplane 
Burroughs Corp. 
Carpenter Steel 

Carrier Corp. 

Caterpillar Tractor 
Cincinnati Milling Machine 
Clark Equipment 
Continental Oil 

Eastern Air Lines 

El Paso Natural Gas 
Ex-Cell-O Corp. 

Ford Motor 

Freeport Sulphur 

Great Northern Paper 
Great Northern Railway 
Halliburton Oil Well 
Hooker Electrochemical 
Illinois Central 

Industrial Rayon 
International Nickel 
Johns-Manville 

Jones & Loughlin 

Joy Manufacturing 
Kennecott Copper 
Koppers Co. 

Lehigh Portland Cement 
Lockheed Aircraft 
Louisville & Nashville 
Minneapolis-Honeywell Reg. 
National Steel 

Olin Mathieson Chem. . 
Outboard Marine 
Owens Corning Fiberglas 
Penn-Dixie Cement 

Pure Oil 

Republic Steel 

Reynolds Metals 

St. Regis Paper 
Standard Oil of Indiana 
Swift & Co. 

Texas Gulf Sulphur 
Thompson Products 
Timkin Roller Bearing 
United Air Lines 

U.S. Rubber 

U.S. Steel 

Vanadium Corp. of America 
Westinghouse Air Brake 
Wheeling Steel 
Youngstown Sheet & Tube 


60 Good Grade Stocks That Have Declined 30% or More 














——— Ist 9 Months—-—— ———___—- Net Poin 
-—— -1956 — ~-1957-— —_—. Increas 
Net Earnings Net Earnings Price Range From 

Sales Per Sales Per 1957 Recent To Recent 
(Mil.) Share (Mil.) Share High Low Price Price 
$432.2 $1.86 $419.3 $1.76 3614-22" 23 13 
124.3 58 102.8 5 53-27% 30 23 
112.0 1.41 84.6 1.03 102 -63'%2 64 38 
217.5 1.98 231.8 1.07 248-14 15 9 
445.1 5.09 383.7 2.82 6334-372 38 25 
157.4° 1.58" 161.2 1.51° 40 -22'2 25 15 
n.a. 9.80 n.a. 3.36 72%-40%e 42 30 
558.0 4.25 593.0 3.74 6512-39% 41 24 - 
437.6 1.69 453.4 1.42 27 -16% 17 10 
201.9 1.77 269.1 2.43 46-29 32 14 
671.6 3.51 1,068.1 3.60 61%-29 36 25 
190.4 1.49 204.8 1.11 5236-30" 31 21 
15.12 1.53- 12.7° 1.112 74%-45 45 30 
174.9 3.25 193.9 2.40 654-334 34 31 
508.5 5.63 532.5 5.66 992-56 56 43 
112.6 4.12 120.8 3.70 502-27%4 28 22 
111.6 2.85 109.0 2.77 672-3534 36 31 
427.8 2.00 454.4 1.78 70%4-42'2 45 25 
172.4 2.92 199.7 1.16 5134-27 30 21 
161.5 1.59 214.1 1.75 44%-25 26 18 
106.0 2.98 129.9 3.21 5134-29 30 21 
3,233.3 2.69 4,419.2 4.22 5958-38 38 21 
n.a. 4.03 n.a. 3.87 123-68 72 51 
51.3 4.34 50.4 2.30 85 -45% 49 36 
207.1 3.64 210.6 3.35 47%4-29% 30 17 
130.8 3.82 137.8 3.86 8934-564 57 32 
82.0 1.42 79.8 98 3958-2234 24 15 
219.7 5.57 217.1 3.46 6358-2634 27 36 
45.0 2.22 43.1 51 39%-15 15 24 
325.5 4.88 330.3 4.52 1153s-66% 69 46 
228.8 2.95 233.3 2.01 52%4-34\% 35 17 
537.9 4.88 650.8 4.88 64'2-36% 37 27 
121.44 6.104 130.04 6.30% 7634-35 36 40 
433.4 10.72 364.7 6.01 128%2-77'2 78 50 
222.8 3.91 237.3 2.87 652-332 34 31 
57.1 2.16 52.4 1.34 4534-2612 27 18 
514.4 3.83 645.7 3.83 57-26 35 22 
182.9 7.97 182.9 5.70 9334-5512 56 37 
196.6 2.20 234.5 2.08 131 -73% 80 51 
480.9 4.80 493.0 4.60 8014-50" 51 29 
456.9 2.71 448.5 2.12 6134-3858 40 21 
122.04 1.694 150.44 1.674 3732-18 21 16 
118.8 1.26 122.1 1.11 68 -35% 40 28 
37.7 2.45 30.5 1.23 40'2-21 | 23 17 
367.7 3.06 382.2 3.04 4872-2934 32 16 
885.9 3.61 968.2 4.68 5934-38 38 21 
304.1 3.00 331.8 2.40 654-33 35 30 
276.4 2.37 267.5 1.75 484-2312 28 20 
1,395.1 3.36 1,529.9 3.21 6214-364 37 25 
2,429.37 2.367 2,542.2: 2.297 422-2634 28 13 
65.3 2.17 52.4 1.37 33-1434 16 17 
214.7 2.66 284.1 3.73 8934-46 47 42 
n.a. 3.31 n.a. 3.13 5334-31 2 32 21 
200.3 3.54 214.5 2.36 4314-18 21 22 
675.1 3.57 665.3 2.77 4932-31 31 18 
3,034.2 4.18 3,379.5 5.77 732-4852 49 24 
48.1 3.45 43.3 2.66 5042-2512 26 24 
165.0 2.21 186.0 2.38 33 Ve-1834 20 13 
186.7 5.54 196.6 4.02 6934-3512 36 33 
7.30 535.3 9.25 1232-6712 69 54 


467.2 


QV 
Net 
Percentage 
Increase 
From Low Indicated 
To Recent 1957 
Price Dividend Rating 
36% $2.00 B3 
43 .90 A3 
37 1.20 A3 
37 1.00 B3 
40 3.00 B3 
37 2.02 A2 
41 3.00 B3 
36 3.00 A3 
37 1.75 A3 
34 1.00° BI 
40 1.00° BI 
40 1.00 A3 
40 3.00 B3 
47 2.40 B3 
43 2.40 A3 
44 1.60 B3 
46 2.25 A3 
35 1.60 A3 
40 1.00° A3 
40 1.30 B3 
41 1.50 Al 
35 2.40 A3 
41 3.00 A3 
42 2.40 B3 
36 3.00 B3 
35 2.40 BI 
38 1.00 B3 
57 3.00 B3 
60 1.00 B3 
40 3.75 A3 
32 2.00 A3 
42 2.50° B3 
52 3.00 BI 
39 6.00 A3 
48 2.50 B3 
40 1.00 A3 
38 2.40° B3 
39 5.00 B3 
38 1.75 A3 
36 4.00 A3 
34 2.00 B3 
43 .80 B2 
41 .80 B3 
42 1.20 B3 
33 1.60 B2 
35 3.00 B2 
46 65 B3 
41 1.40 B3 
40 2.09° A2 
33 2.25 B3 
51 1.00 A3 
47 1.40 Al 
39 2.25 A3 
51 50° B3 
36 2.00° Al 
32 3.00 Al 
48 2.00 B3 
39 1.20 BI 
47 3.40 B3 


43 5.50 Al 








n.a.—Not available. 

1—Year ended June 30, 1957. 
°—Quarter ended Sept. 30 
3—Year ended 9/30/1955. 


4—Years ended 9/30/1956 & 1957. 


5—6 months. 


6—Year ended 10/31/1955. 

7~—Year ended 10/31/1956 & 1957. 

S—Plus stock. 

%—Includes annual rate of $1.40, plus cash value of 
$.69 per share of 1/70 share of $.0.N.J. 


RATINGS: (A)—Best Grade. 
(B)—Good Grade. 
(C)—Speculative. 
(D)—Unattractive. 

1—Improved earnings trend. 

2—Sustained earnings trend. 
3—Lower earnings trend. 
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| 23 Stocks That Have Resisted The Market Decline 

| Net 

| - - Ist 9 Months —— Net Points Percentage 

- 1956 —1957 -- Increase Increase 

Net Earnings Net Earnings Price Range From Low From Low Indicated 
Sales Per Sales Per 1957 Recent ToRecent To Recent 1957 

H (Mil.) Share (Mil.) Share High Low Price Price Price Dividend Rating 
American Gas & Electric $199.4 $1.50 $211.5 $1.62 3934-297% 38 8 26% $1.60° Al 

| Brunswick-Balke Coll. 37.4 2.16 85.3 3.53 3634-2538 33 7 28 80" B! 
Colgate Palmolive Co. 222.9 2.59 210.5 3.79 4934-41 47 8 15 3.25 B! 
Corn Products Refining 226.5 1.33 250.5 1.51 332-28 33 5 17 1.50 Al 
first National Stores n.a. 2.46" n.a 2.58" 57 -47 55 8 17 2.50 Al 
General Foods 568.5 1.99 475.7 2.02 49'2-40 49 9 22 2.00 Al 
Great Western Sugar n.a. n.a. n.@, n.a. 2134-20 20 1.50 BI 
Hertz Corp. 46.7 1.92 60.4 2.11 424-27 40 12 44 1.20 BI 
Kroger Co. 1,122.4 3.56 1,261.7 3.97 662-47 65 18 38 2.00% Al 
Lorillard (P.) 150.6 91 190.9 1.85 34 -15% 33 17 106 1.95 BI 
Merck & Co. 129.6 1.47 138.5 1.69 4412-298 42 13 44 1.20 Al 
National Biscuit 302.8 1.90 316.3 2.27 425-35 41 6 17 2.20 Al 
Pacific Lighting 223.6% 2.93' 227.8 2.04! 4058-3358 40 6 17 2.00 A2 
Parke, Davis & Co. 98.6 2.49 117.5 3.50 63'4-42% 59 16 38 2.00 Al 
Polaroid Corp. 22.4 63 30.5 87 53'4-30 45 15 50 .20 BI 
Procter & Gamble n.a. n.a. 1,214.44 3.424 532-445 53 8 17 2.00 Al 
Reynolds (R. J.) Tobacco ‘B’ 704.4 4.39 785.6 5.23 664-528 65 13 25 3.60 Al 
Ruberoid Co. 59.2 2.17 62.0 2.50 35 -28 32 4 14 2.10 BI 
Scott Paper 200.0 2.05 204.6 1.97 6412-52 60 8 15 2.00 A2 
Shemrock Oil & Gas 39.6 1.87 42.2 1.88 33 -25 30 5 20 1.60 2 
Standard Brands 352.6 2.57 386.4 2.96 427%-37% 42 4 WW 2.25 Al 
US. Gypsum 207.6 3.92 190.6 3.71 6934-514 63 12 23 2.75 A2 
Winn-Dixie Stores 106.5” 32° 723.6° 425 2734-187% 27 8 42 .90 BI 
n.a.—Not available. 4—12 months to Sept. 30. 
1-Year ended March 31, 1957. *—12 months ended Sept. 21. 
2-Year ended June 30, 1957. S—Plus stock. 
36 months. 

—— — 





were in excess of demand; higher labor, supply and 
service costs were encountered; earnings were 
sharply reduced and dividend cuts were experienced. 
Stock prices continued the decline started in 1956 
and Kennecott Copper, Anaconda, and American Smelt- 
ing & Refining, among the others in the industry, de- 
clined substantially in the face of continued selling 
pressure from investor and institution alike. The 
unstable price structure of raw copper was mainly 
responsible for the sharp declines of copper stocks 
but the extent of decline was determined by whether 
the company was a high or a low cost producer, and 
if diversification could cushion the dependence upon 
copper as the main source of earnings. Kennecott 
along with Anaconda is a low cost producer, and 
although their stocks declined in the melee, they cer- 
tainly fared much better than the high cost pro- 
ducers and many of the Canadian copper specula- 
tions which declined almost “in toto”. American 
Smelting & Refining, primarily a custom smelter and 
refiner, showed about the least decline because of its 
type of business compared to the actual mining of 
copper. The industry is now curtailing output to bol- 
ster the price-level, but trying times are still ahead. 


Analyzing The Drop in Steel Shares 


Early in the year, it became apparent that most 
steel goods were in ample supply. Prior to that it was 
evident that steel scrap prices were weakening, a 
situation that usually precedes trouble in the gen- 
eral economic setup in the industry. The impact of 
cutbacks by the largest steel customer, the auto- 
mobile industry, and appliance manufacturers began 
to make itself felt around the second quarter, and 
the declining rate of steel production began to ac- 
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celerate as the year went by. In th last half, it was 
generally conceded that the over-all economy was 
undergoing a setback and investor confidence in 
steel stocks began to wane. 

It was hoped that increased automobile produc- 
tion with the new 1958 models would bolster steel’s 
declining operating rates in the fall, but when this 
failed to materialize, the operating rate dropped to 
sixty-seven percent, well below the average for the 
year. As the economy goes, so goes the steel industry 
and the impact of setbacks is quickly and severely 
felt in the industry. However, the extent of the effect 
depends largely on the kind of steel produced, the 
industry catered to, and the integral strength of 
the company. Giant U. S. Steel, Republic Steel, and 
Armco Steel all fared better than many of the smaller, 
marginal producers. These corporations suffered set- 
backs ranging from 30% to about 40% while some 
smaller producers slid better than 55%. Of the 
major companies, Armco, being a large producer of 
sheet steel, felt the heaviest impact under the cur- 
tailed consumption of flat steel sheets by the auto- 
mobile industry and the appliance industry. In June, 
Armco was operating at a lower rate than that of 
the industry and thus earnings are likely to continue 
to show further decline. Republic Steel is fully in- 
tegrated with about 20% of the company’s produc- 
tion in special alloy and stainless steel. Demand for 
oil field and buttweld pipe is expected to hold well 
comparatively, although lower operating rates along 
with the rest of the steel industry, reflecting larger 
capacity, will continue. 

U. S. Steel, the industry giant, embraces a vast 
network of steel and cement making, mining, ship- 
ping and fabricating operations. Demand for “Big 
Steel’s” products ahead (Please turn to page 478) 


457 




















2 ae 


MAJOR ANALYSIS @ 








1958 PROSPECTS for UTILITIES 


By OWEN ELY 


@ Utility stocks participated quite fully in the bull 
market which terminated last summer, but most 
utility averages reached their highs about two 
months before the Industrial and Rail averages at- 
tained their peaks. The reason for this was the 
effect of high money rates, which (1) threatened 
to make inroads on earnings for common stocks and 
(2) resulted in competition for the investor’s dollar 
between common stocks and the new issues of high- 
yielding bonds and preferred stocks. In June three 
utility companies sold bond issues at a net interest 
cost of over 6%, and since that is the traditional 
rate of return allowed by regulation, this would 
seemingly eliminate any “leverage” earnings in ex- 
cess of 6% for common stock—although new common 
stock financing usually costs about 10% or more. 
However these extremely high bond yields were 
due to special] factors and were not representative 
of the industry averages. The 52% Federal income 
tax rate also helps to absorb the shock of high money 
rates. Moreover, interest rates have been declining 
in the past month or so, since the Federal Reserve 
Banks reduced discount rates. Accordingly, the 
“scare” over high money rates has died down, and 
for this and other reasons utilities have recovered 
the ground lost during September-October, while the 
industrials and the rails have slipped already. 
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An exception to this good market showing should 





be mentioned, however. Due to special] news develop- 
ments, including the important Memphis Decision 
of the U. S. District Court in Washington on No- 
vember 21, stocks of the pipeline companies and 
some of -the integrated natural gas systems have| 
made an irregular showing. Electric utilities was) 
off only 4%. Stocks like E] Paso Natural Gas and 
Colorado Interstate had severe declines. The Mem- 
phis Decision, which throws in doubt the policies 
and decisions of the Federal Power Commission over 
a period of years, is being discussed in a separate 
article in this issue. 


Electric Utility Popularity 


One reason for the continued popularity of the 
electric utility stocks (other than the downturn in 
money rates) is the continued favorable trend of 
earnings and dividends thus far, and the industry's 
expansion plans for the future, plus Electric power 
output has been running about 3% over last year 
despite the drastic downturn in steel operations and 
carloadings. While the share earnings figures for 
some utilities are running below last year the major- 
ity are still showing at least moderate gains over 
1956. Moreover, dividend increases continue to be 
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announced. In the last month or so the following 
companies have either raised their regular rates or 
declared stock dividends: Kansas G. & E., Atlantic 
City Electric, Florida Power Corp., St. Joseph L. & 
P., Texas Utilities, Cincinnati G. & E., Louisville 
G. & E., Iowa-Illinois G. & E. and Oklahoma Gas 
& Electric. 

Another reason for optimism is that utility com- 
panies have thus far given little indication that they 
are afraid the current recession will develop into a 
severe depression. Exp’ nsion plans are still being 
carried forward with confidence and while this may 
be due in part to the long range character of most 
utility construction work, nevertheless, it is reassur- 
ing to investors. The electric and gas utilities expect 
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to spend 14% more for construction in the first 
/ quarter of 1958 than in 1957. On the other hand, 
' makers of durable goods plan to spend 10% less on 
new construction, non-durable 4%, and miscellane- 
ous groups 9% less. 

All electric power systems in the United States 
at the end of 1957 will have about 131 million kilo- 
watts generating capacity, a gain of nearly 7% over 
last year. In the next three years, they hope, another 
40 million kw should be added for an average gain 
of about 9% compounded. They expect their peak 
load to increase from around 112 million to 141 mil- 
lion. This increased capacity is designed to provide 
for a higher peak load with something to spare, so 
that the reserve of excess capacity will increase 
from 17% to 22%. 


Rate of Industry Growth 


In the last seven years of its 75-year history the 
electric power and light industry doubled its sales. 
However this growth was abnormally rapid, due in 
part to slow expansion during the wartime period 
and earlier, and in a great part due to the develop- 
ment of new appliances such as TV sets, electric 
dryers, etc. which stepped up residential usage 40%. 
Normally the industry expects to double about every 
ten years, barring a big depression such as that of 
the 1930s. Doubling the capacity would call for about 
65-70 million kw of new generators and some 45 
million of this is already on order or scheduled. 
This includes about 40 million kw for steam plants 
and 5 million for hydro. Of the 45 million, 37 million 
are planned by investor-owned companies, while the 
remaining 8 million will be built by the Federal 
Government and other public agencies. Construction 
expenditures are expected to average over $4 billion 
a year for the next several years, ranging up to $5 
billion by the end of 1967. How were construction 
funds of $3.7 billion in 1957 raised? Bond sales 
amounted to about $2 billion, common stock $450 
million‘and preferred stock $100 million. The re- 
mainder of about $1.2 billion represented cash gen- 
erated internally from depreciation, reserves and 
retained earnings together with short-term bank 
borrowing. Next year’s financing program will prob- 
ably be somewhat similar although the proportion 
of common stock financing may drop a little because 
of an increase in “internal cash” obtained through 
accelerated depreciation. 

How are the electric utilities able to maintain 
their rapid expansion, regardless of recessions in 
general business? The main reason is the regular, 
uninterrupted growth in the residential and com- 
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mercial components of sales. Householders are en- 
couraged to add new appliances because the rate 
per kwh is lower for any increase in the load, under 
the promotional type of rate schedules in genera] 
use throughout the country. The introduction of 
electric air-conditioning units in large volume in 
recent years has been a great load-builder, though 
it has brought problems also. Last summer at least 
two of the largest utility companies suddenly found 
themselves without adequate reserves for a few 
hours because virtually all the air-conditioning units 
were suddenly being used in a heat wave. 

To balance this heavy air-conditioning load the 
electric utilities are now beginning to promote elec- 
tric heating—the heat pump in the south and various 
types of resistance heaters in the north. Of course 
the hydro companies with their cheap rates have 
an advantage and Washington Water Power, al- 
though it already has more than twice as big resi- 
dential sales as the average U. S. utility, expects to 
increase its sales to 10,000 kwh per customer by 
promoting heaters. Naturally, if the utilities are 
successful in this new move it will still further pro- 
tect them against “recession” set-backs. Moreover, 
even though industrial sales go down in periods such 
as the present one, industrial revenues are affected 
in lesser degree because of “demand” charges in 
the schedules—fixed amounts which must be paid 
regardless of whether any electricity is taken. 


Impact of Atomic Power 


How soon will the electric utilities be able to 
“cash in” by getting cheap electricity from atomic 
power? This still seems a few years away. The first 
large commercial plant with some 60,000 kw capa- 
bility, has just started operating at Shippingport, 
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Pennsylvania. It was puilt by Westinghouse Electric 
for the Atomic Energy Commission which sells the 
power to Duquesne Light Company. The plant cost 
about $110 million and unfortunately, it is already 
obsolete because of improvements resulting from re- 
search. Part of the high construction cost was due 
to parceling out the work to many different firms in 
order to give them experience in the new industry. 

Much better results appear likely with the big 
plant being constricted by General Electric for 
Commonwealth Edison in Illinois, which should be 
completed by 1960. A small prototype of this “boil- 
ing water” reactor built by G.E. for Pacific Gas & 
Electric is said to be capable of producing two or 
three times its rated 5,000 kw capacity. If this 
should also prove true for the larger plant, it could 
easily become competitive with coal-burning plants 
of the best design. In fact, if present construction 
cost did not exceed the original contract price of 
$45 million, this atomic reactor would in any event 
have proved competitive with new fuel burning 
plants, according to statements made by both G.E. 
and Commonwealth. 

Large plants being constructed by other utilities 
vr utility groups (including Consolidated Edison, 
Detroit Edison, a group of New England utilities 
and others) would give this country nearly 1.3 mil- 
lion capacity by 1962—somewhat less than 1% of 
steam capacity. Only about 200,000 kw is scheduled 
for later years and it is probable that Congress will 
take some action in the next session to stimulate 
further construction, either by subsidies or direct 
Federal construction. England, which started its 
first semi-commercial plant earlier this year, has 
initiated a huge construction program and the Rus- 
sians (which have no commercial output as yet) 
also has big plans. 

Meanwhile, experimental progress has been re- 
ported in England, the U. S. and Russia with an- 
other kind of artificial power, to be produced by 
taming the hydrogen bomb (atomic fusion) in the 
same way that we have already tamed the atom 
bomb (atomic fission). Many hundreds of scientists 
throughout the world are working toward this goal, 
and a group of Texas utility companies have em- 
ployed General Dynamics Corp. to do private re- 
search. This process will be far more satisfactory 
than the fission process because the supply of fuel 
(heavy hydrogen produced from water) is prac- 
tically unlimited and there are very few poisonous 
by-products. However, since the project involves 
generating extremely high temperatures it is obvi- 
ous that there are many technological difficulties to 
overcome. It had been assumed earlier that it might 
take as long as 25 years to get the project on a 
commercial basis, but recent research reports from 
England have been quite optimistic. Possibly this is 
the reason why the electric utilities are a little 
hesitant about making further plans for large atomic 
reactors. 

Since 1942 a representative group of 24 electric 
utilities have increased their average share earn- 
ings from $1.40 to $2.62 in 1950 and $3.35 in 1956; 
during the same period the average dividend in- 
creased from $1.26 to $2.32. During 1957, due to 
higher fuel costs and interest rates, this upward 
trend in earnings has slowed down, but the “growth 
stocks” in Florida, Texas and elsewhere are still 
making a fine showing, and as noted above, dividend 
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increases are continuing for these growth situations. 
Outlook For Regulation 


Another reason for optimism over the outlook 
for electric utilities is the improved regulatory pic- 
ture. Of nearly 500 rate applications made by elec- 
tric utilities since 1946 less than 4% were denied 
(3% were withdrawn). It is obvious from the high 
percentage of rate increase approvals that commis- 
sions generally recognize the necessity for rate ad- 
justments to maintain the financial health of the 
utilities. In the first eleven months of 1957 there 
were 31 new cases before the commissions, of which 
nine have already been granted and 22 are still 
pending. 

There was a temporary market upset in the stocks 
of the Florida “growth” utilities last summer when 
the State Commission suddenly demanded a rate 
cut by Florida Power & Light and Gulf Power (sub- 
sidiary of Southern Company). However, a quick 
compromise was worked out between the commis- 
sion and Florida P. & L. resulting in a rate cut of 
about 37¢, or some 3¢ per month. As the company’s 
earnings had been increasing at the rate of 5¢ a 
month or more it could easily absorb this increase. 
Earnings for the calendar year 1957 are estimated 
around $3 or more compared with $2.59 in 1956, 
and $2.05 in the previous year. While the stock 
dropped about 25% after the announcement it has 
recovered about half of the decline. The commission 
has indicated that it will allow a 7% rate of return 
due to high money rates. 

In California regulation has traditionally been un- 
favorable. However, in 1957 the newly-constituted 
commission, in recognition of increased money rates 
and the high cost of fuel, allowed several substan- 
tial rate increases, while others are pending. South- 
ern California Edison, for example, was allowed an 
increase equivalent to $1.43 per share, although part 
of this will probably be lost due to higher costs. 

In New York State the commission granted a 
fairly large increase to New York Telephone Com- 
pany (under pressure from the Republican Legisla- 
ture) and is considering increases requested by Con- 
solidated Edison. Only the New England states con- 
tinue to take a “dour” approach to their regulatory 
duties and this is one reason why New England 
utilities are selling to yield 614-8% as compared 
with only 3-5% for the popular Florida and Texas 
utilities. To some degree severe regulation is self- 
defeating, because high costs of new money must be 
reflected in rates. 


Mixed Investment Picture 


While the general outlook for electric utilities 
thus remains favorable, there are the usual problems 
in trying to pick the best utilities. Analysts are con- 
tinually testing and comparing the records of the 
135 or more available issues. One irregularity is that 
some 14 or more companies, including Consolidated 
Edison, Niagara Mohawk Power and others, are 
now improving their share earnings by including 
substantial (and growing) savings in income taxes, 
while the other companies “normalize” or offset 
these savings. Other special bookkeeping factors 
which the analysts try to watch are the “interest 
credit on construction,” the amortization of plant 
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acquisition adjustments, the reserves for storm 
damage, etc. Occasionally some change in policy with 
respect to one of these items may give the earnings 
of some company a fillip, as happened when Detroit 
Rdison in.1957 adopted a higher rate of interest for 


Gas Utilities Outlook 


How is the gas utility industry faring outside of 
its trouble with warm winters (which reduce house- 
heating revenues) and the regulatory upsets which 
characterized 1957? On the surface, the industry 
ems as optimistic as ever despite increased diffi- 
alties of financing pipeline expansion. Gas is al- 
ready replacing oil as the leading residential fuel. 





There are now 18 million gas househeating cus- 
tomers and another 214 million are expected within 
two years. Gas heated homes now represent about 
36% of occupied homes and apartments. 

The gas industry has recently been spending about 
$2 billion a year for expansion and expects to con- 
tinue this gait. Expenditures are expected to total 
$8.7 billion for a four-year period through 1960, 
compared with $5.3 billion spent in the previous 
four-year period (1953-56) and $4.7 billion in 1949- 
52. To support this program the industry must ob- 
tain additional proven gas reserves. Last year re- 
serves approximated 238 trillion cf compared with 
annual usage of 14 trillion cf. However, “ultimate 
recoverable” reserves have been estimated at 1,200 
trillion cf—plus large (Please turn to page 483) 
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| Comparative Statistics on Important Electric Utilities 

| ad aati a i ae A : 

Indicated 

—_—_—_—__—————Earnings Per Share —_—__—_—_—— 1957 Price 
12 mos. to Sept. 30 Dividend Recent Div. Earnings Price Range 

| 1954 1955 1956 1956 1957 Per Share Price Yield Ratio 1956-1957 

| 
American Gas & Electric $1.68 $1.94 $2.03 $2.02! $2.18! $1.60- 37 4.3% 16.9 432-29" 
Baltimore Gas & Electric 1.89 2.02 2.32 2.29 2.27 1.80 34 5.2 15.0 357%-317%8 
Central & South West Comp. 2.00 2.04 2.32 2.29 2.34 : 1.60 : 42 3.8 17.9 43-33 
Cincinnati Gas & Electric. = 1.72 1.90 1.99 2.10 1.94 1.50 = 28 5.3 144 30 -23% 
Cleveland Electric Illum. 1.93 2.49 2.60 2.61 2.56 1.60 38 42 14.8 4372-30 
Commonwealth Edison 2.70 2.62 2.72 2.72 2.85 2.00 42 47 147 Pe 4434-35 
Consolidated Edison 3 2.98 3.12 3.20 3.41 3.16 2.40 43 5.4 13.6 49%-40'4 
Consumers Power Co. 3.10 3.11 3.33 3.31! 3.21! 2.40 46 5.2 14.3 515-42 
Dayton Power & Light 2.88 3.36 3.81 3.77 3.09 2.40 a4 5.4 14.2 50 -40 
Detroit Edison i 2.05 i 2.43 2.36 2.26! 2.64! 2.00 37 5.3 14.0 4178-3378 
Diguesne Light Co. 2.26 2.34 2.44 2.45 2.50 2.00 34 5.8 13.6 387%-30'2 
General Public Utilities 2.42 2.81 3.05 3.15 3.07 2.00 37 5.4 12.0 392-332 
Hlinois Power Co. 1.41 or 1.73 2.00 1.98! 1.88! 1.50 28 5.3 14.8 32%-25 
Middle South Utilities 2.13 1.93 2.18 2.10! 2.52! 1.70 34 5.0 13.4 382-26 
New England Electric System 1.16 re 1.24 1.23 1.24 ; 1.17 1.00 15 6.6 12.8 1758-14 
Megere Mohawk Power ‘ 2.11 2.22 2.13 2.22 1.86 1.80 29 6.2 15.5 3458-264 
Merthorn States Power + 1.07 1.16 1.21 1.29 1.21 .90 17 5.2 14.0 18%4-13'2 
Ohio Edison 44 3.02 3.55 3.79 3.75 3.63 2.64 50 5.2 13.7 58\4-42%4 
Pacific Gas & Electric 2.88 3.32, i “3.37— or 3.39 ; 3.32 2.40 48 5.0 14.4 53%4-43% 
Philadelphia Electric 2.25 2.39 . 259. 2.53 J 251 2.00 36 ee 5.5 ‘ 14.3 4056-345 
Public Service Elec. & Gas 1.96 2.05 % 2 “0 , 2.37, 2.13 1.80 29 6.2 13.6 352-288 
Puget Sound Pow. & Light 1.37 : 1.51 1.67 : 1.62 3 1.78 1.36 a 25 5.4 14.0 30%2-20 
Southern California Edison . a 3.06 cs 3.32 3.48 3.20 ay 309 2.40 oar 50. 48 16.1 54'8-4472 
Southern Co. 1.29 1.35 1.54 151, 1.6 ee 1.10 ce a ae pen 14.9 95 Men 9M 
Union Electric Co. pee 1.65 7 1.70 po 1.70 1.76 1.95 1.52 26 5.8 he 133 30 -24% 
Uteh Power & Light 1.44 1.55 178 1.41! 1.51! 1.20 25 4.4 165 294-22 
Virginia Electric & Power 3 1.10, a7 : = 39 bE 1.36 148 1.00 25 was 4.0 a 16.8 28 19% 
West Penn Electric = ’ 2.05 9 15 2.14! 2.17! 1.50 25 yer 6.0 Ns) -23\2 
Wisconsin Electric Power 2.31 236 244 2.31 2.48 “1.70 31 “52 12.6 fo 37\4-28% 
1—12 months to October 31. 2—Plus stock. 
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By J. C. CLIFFORD 


A new burst of activity is under way in the 
meat and poultry industry which is trying hard to 
enliven its profit picture and to smooth out its highly 
cyclical performance of recent years. It is thereby 
hoping to upgrade its investment merit. Moderniza- 
tion of plant and equipment, along with a heaping 
measure of scientific and market research in the 
main constitute the prescription which the industry 
expects will make its much hoped-for bright future 
a reality. 


The New Trend 


For several years now, the nation’s leading pack- 
ers have been studying some of their most basic ills, 
a list of which would include right at the outset 
their old and inefficient plant facilities which have 
caused an almost incessant drain on operating re- 
sults. Then, too, there are such basic industry prob- 
lems as the preservation of meat and poultry, which 
if solved would reduce the awesome and ever-present 
problem of spoilage. 

As rapidly as possible, and limited mainly by the 
availability of funds for capital expenditures, the 
large packers have been eliminating obsolete facili- 
ties, modernizing existing plants and building new 
ones. Important is the fact that the changing pattern 
and techniques of the business are making their 
mark on this modernization effort. For example, 
with the costs of rail shipments of livestock sky- 
rocketing in recent years, new plants have been con- 
structed closer to the sources of the raw materials 
in the areas where the hogs and cattle are actually 
raised. Then, too, the increased mechanization taking 
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under NEW Diversification 


MEAT PACKERS 






































place in the various segments of the meat processing 
business coming on the heels of the development of 
new improved equipment, has required important 
changes in plant construction and layouts. 

In a survey conducted last year of some 100 pack- 
ers, capital expenditures were found to have been 
much larger for 1956 than in any of the previous 
5 years. But at the same time, it is noteworthy that 
while depreciation charges also rose, they fell far 
short of providing the funds needed for new plant 
and equipment. Capital expenditures have varied 
widely among different companies. Swift and Com- 
pany, the-largest packer, last year spent $45.4 million 
for capital improvements or 9.9% of gross plant. 
Armour and Company, the industry’s second largest 
packer, spent $10.8 million last year for capital im- 
provements, which equalled 3.7% of its gross plant 
account. 


Growing Research Expenditures 


Research, both scientific and in the marketing 
area, has received growing emphasis by the industry 
and is the basis for much of its hoped-for “new 
look” in the coming years. Scientific research extends 
in many directions and has taken many different 
forms. The spoilage of meats, which makes storage 
well-nigh impossible, heads the list, with antibiotics 
and irradiation just two of the developments under 
study. The industry’s quest for a solution of this 
problem is underscored by the fact that some 70% 
of its total meat production cannot be stored, but 
must be immediately directed into channels of con- 
sumption. Most livestock shipped to markets are pul- 
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chased by the packers and immediately slaughtered, 
the fresh meat then being promptly sold. 

Armour has been particularly noted for its exten- 
sive and successful research progress in recent years, 
having pioneered in the development of many suc- 
essful innovations in the food processing field. 
Armour is pushing ahead with the development of a 
promising new product line called chemobiotics. Of 
course the other major packers have taken an equally 
aggressive attitude in the research field. 





























1.7% trom 2.4% in 1955. It is noteworthy that the 
industry’s varied methods of inventory valuation 
have attributed in large part for the wide earnings 
swings. The adoption of the lifo basis of inventory 
valuation by most large packers in recent years has 
modified the effects of price changes in meat lines, 
however, and reduced earnings fluctuations from 
this source. 

Livestock suppliers basically depend on the rela- 
tionship of meat prices to the cost of feeds, and 























—— — — 
Statistical Data on Leading Meat Packers 
ces anepteliipiaties pepe langenn 
Indicated 
Net Div. Net Div. Net Div. 
Per Per Per Per Per Per Price Range Recent Div. 
Share Share Share Share Share Share 1956-1957 Price Yield 
Armour & Co. $2.36 $3.09 $ .66! 3 2134-10% iB 
Cudahy Packing 1.46 3.69 1.05! 14%- 52 7 
Hormel, G. A. & Co. 6.64 $2.50 8.95 $2.50 5.74! $2.50* 60'2-46% 50 5.0% 
International Packers 44 60 65 25 342 50 14%4- 6% 6'2 74 
Morrell, John & Co. 3.37 50 3.60 75 61! 4 50° 28-10% W 
Swift & Co. 3.87 2.50 2.36 2.60 2.291 2.25 508-2634 28 8.0 
Wilson & Co. 1.72 2.83 .50* 2.19% 1.00 1675-1258 15 6.6 
1_Fiscal year ended October 31, 1957 3—Paid 10% in stock. 5—Directors June 27 omitted dividend. 
2-6 months ended June 30, 1957 4—Plus stock. 6—Estimated for year ended Oct. 26, 1957. 








Industry Economics 


The somewhat out-of-the-ordinary economic and 
financial characteristics of the meat packing indus- 
try suggest the value of a brief examination of some 
of these factors. Fundamentally, meat consumption 
is basic, and reflects over a period of time rising 
living standards as well as gains in population. 
Expenditures on meat tend to vary in proportion to 
changes in disposable income, with the latter effect- 
ing prices of meat more than the volume of produc- 
tion, as meat supplies are more stable than the pur- 
chasing power of the public. 

Large meat supplies are a cornerstone of the meat 
packing industry’s prosperity. Fundamental is the 
fact that the large packers are so organized that 
costs per unit of production rise when the volume of 
production declines. Demand conditions and competi- 
tion from smaller packers thus do not permit adjust- 
ments in meat prices sufficient to cover the increased 
costs, especially where the fluctuations in supply last 
only for a short time. The individual packers further- 
more, cannot discontinue their production of beef or 
pork during a period of high unit costs without loos- 
ing customers to competitors. Thus with normal 
profit margins on meat only slightly more than 2% 
of sales, profitable operations require a large and 
steady supply of animals. 

_The industry’s profit margins have characteris- 
tically been narrow, one reason being the companies’ 
competitive bidding for livestock. Last year, how- 
ever, saw a widening of margins following on the 
heels of abundant meat supplies. Armour, for ex- 
ample, raised its operating income as a percent of 
Sales from 2.2% in 1955 to 2.3% in 1956. Cudahy’s 
Margins rose from 1.6% to 2.5%, and Wilson’s 
climbed from 2.1% to 2.8%. On the other hand, 
because of a strike and the initiation of Lifo inven- 
tory pricing, Swift’s margins dropped last year to 
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prices for other farm products which compete for 
the use of the acreage. When meat prices are at high 
levels, farmers are prone to expand their herds, 
while low prices discourage breeding and fattening. 
Pork production is much more variable than that of 
beef, and thus fluctuations in hog supplies have a 
most important effect on company earnings. One 
reason for this is the fact that it takes about 6 
months to bring a hog to market, compared with 
3 years for beef cattle. According to the U. S. Depart- 
ment of Agriculture, cattle accounted for the largest 
portion of cash receipts from the marketing of live- 
stock products in 1956, and equalled $5.3 billion, 
while hogs were the second largest category and 
accounted for $2.6 billion. Finally, an unusual fea- 
ture of this industry is its characteristically speedy 
inventory turnover with the consequent benefits of 
smaller working capital requirements and limited 
risks of inventory losses. Last year, for example, 
Morrell turned over its inventory 24.5 times com- 
pared with Wilson’s 12.9 times. 


Well-Being of the By-Products Market Important 


In the processing of livestock, a meaningful vol- 
ume of valuable products other than meats are pro- 
duced, with the efficient utilization of these edible 
and non-edible by-products reflecting importantly on 
company earnings. Meat and meat products account 
for by far the largest portion of sales of the meat 
packing companies, amounting to some 80% of total 
volume, but sales of non-food items often net higher 
profit margins and account for an important part of 
net earnings. 

The manufacturing of by-products has been the 
subject of important developmental efforts by the 
industry, but nevertheless there is still considerable 
waste in the slaughtering process, amounting to 
about one-fifth of a steer or lamb’s live-weight. Meat 
specialties rank first (Please turn to page 481) 
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Preferred Stocks 


The rise in the bond market, 
reversing the long bearish trend, 
has been one of the sharpest and 
fastest on record. It has been 
somewhat smaller in many pre- 
ferred stocks, although they are 
up appreciably from earlier lows. 
With the market for preferred 
stocks generally thin, big insti- 
tutions have far more interest in 
bonds. Savings banks and some 
pension funds buy preferred 
stocks, although in no big 
amounts, when they think it is 
advantageous. Demand from in- 
dividual investors plays a much 
bigger role in this market than 
it does in the bond market. Hence, 
preferred stocks lagged, as usual, 
behind the initial advance in 
bonds. They are bound to follow 
the bond-market trend. On aver- 
age, yields of good-grade pre- 
ferreds are now around 4.4%, 
against an earlier 1957 peak of 
nearly 4.9%. Under New-Deal 
easy-money policy, yield fell to a 
low of about 3.4% in 1946. We 
would not expect that to be 
equalled. But, following the Fed- 
eral Reserve’s 1953 shift from 
tight to easy money, preferred 
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stock yields got down to about 
3.9% in 1954. The latter could 
well be approached or approxi- 
mated; and that would mean a 
substantial further rise in aver- 
age prices of the stocks. 


Examples 


American Can $1.75 preferred 
is now at 4034. It sold as high as 
48%, in 1954. American Snuff $6 
preferred is around 118, against 
1954 high of 125. American To- 
bacco $6 preferred is at 126, 
against 1954 top of 13814. Con- 
tinental Can $3.75 preferred 
reached 106%% in 1954 and is now 
around 86. Corn Products $7 pre- 








ferred sold as high as 185 in 1954 
and is now at 166. General 
Motors $3.75 preferred is now at 
89, against 1954 high of 102). 
National Biscuit $7 non-callable 
preferred is now around 163, 
compared with 1954 top of 18314. 


Low-Priced 

To maintain proportional vot- 
ing right when it split its com- 
mon stock 5-for-1 in 1956 and 2- 
for-1 in 1948, the Union Pacific 
also split its preferred stock at 
the same time. So we have the 
oddity of a high-grade, non-call- 
able preferred stock on a 40-cent 
dividend basis, selling around 8. 
































ee —_ — 
INCREASES SHOWN IN RECENT EARNINGS REPORTS 

1957 1956 
Black & Decker Mfg. Co. Year Sept. 30 $ 5.40 $4.88 
North American Aviation . Year Sept. 30 4.22 3.59 
Waukesha Motor Co. Quar. Oct. 31 1.02 82 
Electric Storage Battery Quar. Sept. 30 -86 53 
Hershey Chocolate .. 9 mos. Sept. 30 4.49 3.54 
Western Maryland Rwy. 10 mos. Oct. 31 10.51 7.96 
American Stores Co. 26 weeks Sept. 28 2.94 2.42 
Admiral Corp. 9 mos. Sept. 30 -20 02 
Louisiana Land & Exploration . Quar. Sept. 30 57 .38 
United Aircraft Corp. Quar. Sept. 30 2.33 1.45 

ae 
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since the company, which has 
large non-rail earnings, has paid 
continuous common dividends 
since 1900, there is, of course, no 
question at all about the security 
of the preferred dividend. It was 
covered, for example, more than 
17 times in the business-recession 
year 1954 and over 12 times in 
the recession year 1949. The 
stock yields 5%. In line with 
easier-money conditions, it 
reached 101% in 1954 and 12 in 
1946. So here is a fool-proof, in- 
vestment-grade, low-priced pre- 
ferred stock with speculative pos- 
sibilities. A return to its 1954 
high would mean an appreciation 
around 30%. 


Pointing Down 

At this writing, we continue to 
have “good leadership” on the 
downside of the market. Nearly 
all stocks in durable-goods indus- 
tries are faring poorly. So are 
plenty of consumer-goods stocks, 
but not as many proportionately. 
Money rates are beside the point. 
So are short-term rallies. Stocks 
that are sensitive to business re- 
cession, via its impact on earn- 
ings, cannot be expected to make 
a real turn until investors are 
convinced that the end of reces- 
sion is in sight or only a fairly 
short distance “around the cor- 
ner.” Here is a partial list of big- 
name stocks whose recent per- 
formance up to this time is on 
the sobering side: Alcoa, Bethle- 
hem Steel, Borg-Warner, Chrys- 
ler, Ford Motor, General Ameri- 
can Transportation, General 
Motors, Montgomery Ward, 
Phelps Dodge, Pullman, Royal 
Dutch, Timken Roller Bearing 
and U. S. Steel. 


Boiled Down 

A boiled-down conclusion, 
based on good downside leader- 
ship, can be summed up as fol- 
lows: if conditions are not favor- 


Bulova Watch Co. 

Champion Paper & Fibre 
Miami Copper Co. 

Fairchild Engine & Airplane 
Anaconda Co. , 
Lowenstein (M.) & Sons 
Aluminium Ltd. 

Great Northern Paper 
International Paper 
Tidewater Oil Co. 
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F DECREASES SHOWN IN RECENT EARNINGS REPORTS 


able for a rise in General Motors 
and U.S. Steel, the same must 
apply to the great majority of 
other stocks, excepting invest- 
ment-grade income stocks which 
are responsive to money-rate fac- 
tors and a few special situations 
here and there. 


Same Faces 

The list of stocks which have 
been able to edge upward in De- 
cember, or to hold up _ well, 
changes little from week to week. 
Confined principally to invest- 
ment-grade income equities, with 
satisfactory - to - moderately - 
favorable 1958 profit - dividend 
prospects, plus a very few special 
situations, they are pretty much 
familiar faces by now. A few ex- 
amples: American Bakeries, 
American Chicle, American Gas 
& Electric, Best Foods, Corn 
Products, Commonwealth Edison, 
Central & South West, Florida 
Power, Lorillard, National Dairy 
Products, Nationa] Biscuit, Paci- 
fic Lighting, Procter & Gamble, 
Seaboard Finance and South- 
western Public Service. 


Automobiles 


Based on initial public response 
to the 1958-model cars, it seems 
probable that General Motors will 
have a materially larger share of 
the total market than it had with 
its 1957 models; that it will be 
at expense of both Chrysler and 
Ford; but that it will remain be- 
low the company’s biggest earlier 
share of the market. Car sales 
are “slow”. The total could be 
materially under 1957’s; and, de- 
spite an increased share of the 
market, GM output will do well 
to equal 1957’s and might be 
short of it. Factors at work are 
shrinkage in employment and per- 
sonal income, more tight-fisted 
consumer spending tendencies 
and probably some buyer revul- 
sion against the ever bigger and 





1957 1956 

. Quar. Sept. 30 $ 31 $ .65 
Quar. Sept. 30 59 81 
9 mos. Sept. 30 3.04 9.53 
9 mos. Sept. 30 19 45 
9 mos. Sept. 30 3.36 9.80 
Quar. Sept. 30 -15 -38 
9 mos. Sept. 30 1.03 1.41 
40 weeks Oct. 6 2.29 4.34 
Quar. Sept. 30 1.34 1.62 
Quar. Sept. 30 34 61 
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more expensive cars. The market 
consensus on Chrysler, Ford and 
General Motors remains bearish. 


Something New 

On the other hand, the highly 
speculative American Motors, a 
“dog” for some years, is currently 
close to the top of its 1957 range 
of 814-514. The company is mak- 
ing its bet on its compact, rela- 
tively low-priced Rambler car 
and on distribution of the smaller 
European-made Metropolitan. 
The loss for the fiscal year ended 
September 30 was much smaller 
than in the prior year; and the 
management estimates that the 
October-December quarter, first 
period of the present year, will 
show a profit over $3,000,000. 
That would be around 53 cents a 
share, against a loss of the same 
amount a year ago. It states that 
sales to dealers of Ramblers in 
October and November were 52% 
above a year ago. We would hold 
the stock for speculative possi- 
bilities in the small-car field. It is 
too risky to be recommended for 
new buying. In time, as the big 
companies shift partly into this 
field, the small-car business will 
become much more competitive. 
Possible profit per car is, of 
course, much smaller than in the 
case of standard-size cars. The 
threat of the small car to the “Big 
Three” is still smaller than a 
man’s hand, but it is growing; 
and investors must give some 
heed to trends. Registrations of 
European cars, overwhelmingly 
the “little bugs”, came to over 
160,000 in the first ten months 
of 1957, a rise of 110% from a 
year ago. A bigger 1958 threat 
to the “Big Three” is coming ex- 
cessive union wage demands and 
a quite possible major strike 
against the company of Mr. Reu- 
ther’s choice. Purely on a guess 
basis, it may be the leader—Gen- 
eral Motors. 


Gas Stocks 

Following an earlier decline 
about in line with that of the in- 
dustrial average, stocks of gas 
pipe line companies, whose rates 
are under FPC jurisdiction, have 
recently fallen further in re- 
sponse to an adverse ruling by 
the U.S. Court of Appeals. The 
Court held that pipe line com- 
panies can obtain rate increases 
on sales under long-term con- 
tracts only with agreement of the 

(Please turn to page 483) 
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THE BUSINESS FORECASTER OF PRODUCTIVE ACTIVITY 





Business 
Trend 
Forecaster* 


948 865 (1949) 


* 
W inn the many revolutionary changes in our economy, 


it was evident that various indicators previously used should 
be dropped and new ones substituted, in order to more accu- 
rately forecast developing business trends. 
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(a)—3 month moving average. 
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Industrial Production 


(FRB INDEX 1947-1949-100) 


——— a 


| 
THE TREND FORECASTER 
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RELATIVE STRENGTH MEASUREMENT 





951 iH 3 1956 4 1955 4 } 


This we have done in our new Trend Forecaster (developed 
over a period of several years), which employs those indicators 
(see Components of Trend Forecaster) that we have found to 
most accurately project the business outlook. 


When the Forecaster changes its direction up or down a 
corresponding change in our economy may be expected sev- 
eral months later. 


The depth or height of the developing trend is clearly pre 
sented in our Relative Strength Measurement line, which re 
flects the rate of expansion or contraction in the making. When 
particularly favorable indications cause a rise that exceeds 
plus 3 for a period of time, a strong advance in general busi- 
ness is to be expected. On the other hand, penetration of 
minus 3 on the down side usually precedes an important con- 
traction in our economy. 


We believe that subscribers will find our Business Trend 
Forecaster of increasing usefulness both from the investment 
and business standpoints. 


Current Indications of the Forecaster 


Recent weakness in several of the hitherto stable components 
of the Forecaster, has resulted in a 2! point drop in that 
index and a concomitant decline in the Relative Strength 
Measurement, which has fallen to the minus 3% level. The 
last named indicator fell a full point in the latest month, indi- 
cating that the downward trend has picked up momentum. 


The indicators whose longer-term trends have now turned 
downward, are new incorporations and the inverted series on 
liabilities of business failures. This means that seven of the 
eight indicators are now in a decline phase while only one, 
housing starts, still points slightly upward. 


The preponderant weakness in the components of the Fore- 
caster and the plunge of the Relative Strength Measure 
below the minus 3 level, indicate that the current recession will 
in all probability proceed at least as far as the downturn of 
1953-1954, when industrial production fell 10% from peak 
to trough. The decline to date from the December, 1956 top 
for industrial production, amounts to only 5% thus far, indi- 
cating that the contraction still has some way to go even to 
complete a minimal readjustment. 
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CONCLUSIONS IN BRIEF 





INDUSTRY — Output dropped further in November as 
weakness spread to the producers of nondurables. 
Downtrend in capital spending and liquidation of 
manufacturers’ inventories augur further widespread 
production cuts this Winter. 


TRADE — Last minute pre-Christmas shopping rush 
boosted sales of nondurables, but lagging demand for 
autos and other hard goods whittled down over-all 
sales volume. Outlook: Further decline in retail sales 
this Winter as employment and income continue to 
weaken. 


MONEY — High-grade bond yields, from mid-Novem- 
ber to late December, have had their swiftest decline 
in twenty-five years. Expect further drop in yields, but 
at a slower pace, in line with reduction in demand for 
money in coming months. 


COMMODITIES — Farm prices were higher in the first 
two weeks of December, while other commodities were 
mostly unchanged. Expect a seasonal decline in farm 
prices in early 1958. Heavy inventories of finished 
goods could bring some weakness in that category. 
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As recessions have a way of doing, the current one is 
spreading steadily, encompassing more and more areas of 
the economy. Business data for the Autumn months clearly 
indicate that the decline has picked up considerable 
momentum as hitherto resistant areas succumb to weaken- 
ing tendencies. The acceleration of the downswing is well 
illustrated by industrial production, which fell from 144 in 
September to 139 in November, as compared with a decline 
of only three points in the preceding nine months. 

The drop in production has had immediate repercussions 
on the wage earner. Unemployment rose by 680,000 in 
November, pushing the jobless total to 3.2 million and indi- 
cations are that it will be well over 4 million this Winter. 
Employment was cut ‘by 1.1 million in November and the 
length of the work-week has continued to decline. 

Equanimity about inventories has also been rudely dis- 
turbed in the wake of the news that businessmen cut their 
stocks by $300 million in October. Although the reduction 
was concentrated among auto dealers, the fact is that manu- 
facturers’ inventories are high and show increasing signs of 
involuntary accumulation, as evidenced by the growing pro- 
portion of stocks of finished goods. Capital spending, too, 
is due for cutbacks, with businessmen planning to reduce 
these outlays by almost $2 billion at annual rates, in the 
first quarter of 1958. All these recent evidences of weakness, 
coupled with the many other areas that have been declining 
for months, indicate that we are in the accelerating phase 
characteristic of the middle stage of a recession. 

The problem today, as in other downturns, is the danger 


(Please turn to following page) 
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THE MONTHLY TREND | uni | month Month Monthy Ame 

INDUSTRIAL PRODUCTION* (FRB)__ | 1947-’9-100 Nov 139 141 146 
Durable Goods Mfr 1947-’9-100 Nov 153 154 165 
Nondurable Goods Mfr 1947-’9-100 Nov 128 130 129 
Mining. 1947-'9-100 Nov 124 127 130 

RETAIL SALES* $ Billions Nov 16.6 16.7 15.9 

Durable Goods $ Billions Nov 5.5 5.6 5.5 

Nondurable Goods $ Billions Nov. WW. 11.1 10.4 

Dep’t Store Sales 1947-'9-100 Nov 126 120 131 

MANUFACTURERS’ 

New Orders—Total*___ $ Billions Oct. 26.3 26.6 28.8 
Durable Goods _ | $ Billions Oct. 12.4 12.5 14.3 
Nondurable Goods_____| $ Billions Oct. 13.9 14.1 14.5 

Shipments® ____ | $ Billions Oct. 28.0 28.2 28.7 
Durable Goods_______ __ | $ Billions Oct. 13.9 14.1 14.4 
Nondurable Goods________ ___ | $ Billions Oct. 14.1 14.1 14.3 

BUSINESS INVENTORIES, END MO.¥* | $ Billions Oct. 91.0 91.3 87.8 

Manufacturers’ $ Billions Oct. 54.1 54.2 51.8 

Wholesalers’ $ Billions Oct. 12.8 12.8 12.7 

Retailers’ $ Billions Oct. 24.2 24.4 23.3 

Dept. Store Stocks 1947-'9-100 Oct. 143 143 142 

CONSTRUCTION TOTAL $ Billions Nov 4.1 4.5 4.0 
Privat $ Billions Nov 3.0 3.1 2.9 
Residential ___ | $ Billions Nov 1.5 1.5 1.5 
All Other. $ Billions Nov 1.5 1.6 1.4 
Housing Starts*—a Thousands Nov 1,010 1,000 1,027 
Contract Awards, Residential—b___| $ Millions Nov 930 1,165 900 
All Other—b _| $ Millions Nov 1,44] 1,448 1,477 
EMPLOYMENT 
Total Civilian. Millions Nov 64.9 66.0 65.3 
Senin Millions Nov 528 53.1 53.0 
@over 2 __ | Millions Nov 7.5 7.5 7.3 
Trede. Mitlions Nov 11.8 11.7 117 
Pestery Millions Nov 12.7 12.9 13.4 
Hours Worked Hours Nov 39.2 39.5 40.5 
Hourly Earnings ___ | Defers Nov 2.10 2.09 2.03 
Weekly Earnings Dollars Nov 82.32 82.56 82.22 
PERSONAL INCOME* $ Billions Nov 345 346 335 

Wages & Salaries. $ Billions Nov 239 240 233 

Propri¢tors’ incomes___________ | $ Billions Nov 51 51 51 

Interest & Dividend $ Billions Nov 32 32 30 

Transfer Payments $ Billions Nov 22 22 9 

Farm | $ Billions Nov 15 15 16 

CONSUMER PRICES. 1947-'9-100 Nov 121.6 121.1 117.8 

Food 1947-'9-100 Nov. 116.0 116.4 112.9 

ae 1947-'9-100 | Nov 107.9 107.7. 107.0 

Housing 1947-'9-100 Nov 126.8 126.6 123.0 

MONEY & CREDIT 

AH Demand Deposits* $ Billions Oct. 106.5 106.2 106.7 

Bank Debits*—g $ Billions Oct. 81.7 81.3 79.0 

Business Loans Outstanding—c_____ | $ Billions Oct. 31.8 32.4 29.9 

instalment Credit Extended* $ Billions Oct. 3.5 3.6 3.4 

instalment Credit Repaid* $ Billions Oct. 3.3 3.4 3.2 

FEDERAL GOVERNMENT 

Budget Receipts $ Billions Nov 4.8 3.1 4.8 

Budget Expenditures $ Billions Nov. 5.8 6.5 5.7 

Defense Expenditures___._._______| $ Billions Nov. 3.4 3.6 3.5 

Surplus (Def) cum from 7/1___.___ | $ Billions Nov (6.9) (5.9) (5.4) 





PRESENT POSITION AND OUTLOOK 


that weaknesses in one area will infect 
other sectors and that a cumulative snow- 
balling may lead to pronounced weak- 
ness. Fortunately, some protection against 
c serious decline exists in the status of 
defense procurement, where a near-term 
pick up in new orders can confidently be | 
anticipated. Only last Summer, retrench. | 
ment was the order of the day and defense | 
outlays were slated for reduction. As a | 
result, such orders were severely curtailed, | 
only about $4.6 billion, or an average of | 
$800 million a month being placed in the | 
six months through December 31. Even on | 
the reduced pre-Sputnik schedule, total | 
contracts to be let this fiscal year came to | 
$14 billion, leaving a total of $9.4 billion, 
or an average of $1.6 billion a month, 
still to be allocated. This indicated doubl- 
ing of the new order rate for defense, 
plus additional contracts from the expand- 
ing missile program, will still not be 
enough to stabilize the economy, espe- 
cially in view of the fact that actual de- 
fense spending will not turn upward much 
before mid-1958. However, the higher 
new orders for armaments should 
offer some reassurance to business- 
men and thus help to slow down the 
mushrooming effects that could cata- 
puit us into a deepening depression. 


* * * 


NEW RECORDS FOR CONSTRUCTION— 
New construction is one of the few current 
bright spots in an otherwise drab business 
picture. Total outlays for this purpose have 
been inching upward in recent months, 
reaching a new peak of $48.5 billion, at 
annual rates in November. 

The trend of construction in coming 
months will play a crucial role in the 
course of business for 1958. The Com- 
merce Department predicts a record $49.6 
billion level for such outlays this year, a 
forecast that seems far too sanguine in 
view of the weakness in the rest of the 
economy which will undoubtedly impinge 
on the construction industry. Certainly 
factory construction is going to slump this 
year, in line with the indicated sharp drop 
in capital expansion outlays; homebuild- 
ing will be set back by declining personal 
income and the low rate of new family 
formation; while most other types of pri- 
vate construction should be adversely af- 
fected by the decline in nonresidential 
construction contract awards during 1957. 
Gains are expected for public construc- 
tion outlays, especially for highways, but 
it will be difficult for advances in this sec- 
tor to outweigh losses elsewhere. 

. ~ 


* 





SURFEIT OF STEEL—The steel outlook has 
changed considerably since those halycon 
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QUARTERLY STATEMENT FOR THE NATIONAL ECONOMY | 
in Billions of Dollars—Seasonally Adjusted, at Annual Rates 
ee ee 
SERIES ih i il 

Quarter Quarter Quarte: Quarter 
GROSS NATIONAL ProDUCT__ 439.0 434.3 429.1 416.7 
Personal C 283.6 278.9 276.7 268.6 
Private Domestic DE cciemhandenaic 65.5 65.0 62.7 65.5 
Net Foreign Investment. 3.2 3.5 4.1 2.0 
Government Purch 86.7 86.9 85.6 80.6 
Federal. 50.6 51.1 50.3 47.2 
State & Local 36.1 35.8 35.3 33.0 
PERSONAL INCOME___ 346.5 342.4 337.7 328.7 
Tox & Nontax P Pay 43.6 42.9 42.2 39.8 
Disposable 302.9 299.5 295.5 288.8 
Consumption Expenditures ——_______ 283.6 278.9 276.7 268.6 
Personal Saving 19.3 20.6 18.9 20.3 
CORPORATE PRE-TAX PROFITS*___ 42.0 43.9 40.8 
Corporate Taxes 27.4 22.4 20.8 
Corporate Net Profit 20.5 21.5 20.0 
Dividend Pay ts 12.5 12.1 12.1 
Retained Earning 8.0 9.1 79 
PLANT & EQUIPMENT OUTLAYS___ 37.8 37.0 36.9 35.9 

THE WEEKLY TREND 

Week Letest Previous Year 

Unit Ending Week Week Ago 

MWS Business Activity Index*____ | 1935-’9-100 Dec. 14 282.6 282.1 294.0 

MWS Index—per capita* 1935-’9-100 Dec. 14 213.1 212.8 226.4 

Stee! Producti: % of Capacity Dec. 21 67.9 69.2 102.6 
Auto and Truck Production_____ | Thousands Dec. 21 169 175 190 
Paperboard Producti Th d Tons Dec. 14 289 258 281 
Paperboard New Orders____ | Thousand Tons Dec. 14 254 317 249 

Electric Power Output*______ | 1947-’49-100 Dec. 14 228.9 227.3 222.3 
Freight Carloadi Th d Cars Dec. 14 603 618 717 
Engineering Constr. Awards____ | $ Millions Dec. 19 266 227 457 
Department Store Sales___._. | 1947-’9-100 Dec. 14 267 215 260 

Demand Deposits—c__._.._____| $ Billions Dec. 11 56.6 55.4 58.3 
| Business Failures__._.  . | Number Dec. 14 269 287 249 











PRESENT POSITION AND OUTLOOK 





days of last Summer when steel officials 
were confidently predicting a sharp rise 
in demand, come Fall. Instead, the indus- 
try is now operating at only 68% of Jan- 
vary 1, 1957 capacity rates. The output 
drop is attributable, not only to lower con- 
sumption, but to the fact that both pro- 
ducers and consumers built up their inven- 
tories earlier in the year and are now 
whittling them down. It is estimated that 
consumption is actually running some 


25% above steel output, an imbalance | 


that would reduce stocks to relatively low | 
levels in a few more months. There is one | 


fly in the onitment, however; with general 
business now dropping rapidly, can steel 
consumption hold at current levels? 
* * * 

CUTBACK IN CAPITAL SPENDING — 
Outlays for new plant and equipment are 
due for a sharp dip in the first quarter of 
1958, according to the latest government 
survey, which reveals that businessmen 


are planning to cut these expenditures | 
from the $37.47 billion annual rate level | 


of the last quarter of 1957, to $35.52 bil- 
lion in the first quarter of 1958. If fully 
realized, the reduction would be far larger 
than any quarterly decline in the down- 
swing of 1953-1954. With many indus- 
tries now operating below the 90% 


“optimum” rate and even some of the | 
most modern equipment idle, this 
sector of the economy is vulnerable to | 


further cuts as 1958 progresses. 





*—Seasonally adjusted. (a)—Private starts, at annual rates. (b)—F. W. Dodge unadjusted data. (c)—Weekly reporting member banks. (d) Excess of dispos 





able income over personal consumption expenditures. (e)—Estimated. (f)—Estimated by Council of 


(na)—Not available. (r)—Revised. Other Sources: Federal Reserve Bd., Commerce Dept., Securities & Exch. Comm., Budget Bureau. 


Economic Advisors. (g)—337 non-financial centers 
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1957 Range 1957 1957 
No. of 1957 Range 1957 1957 (Nov. 14, 1936 Cl.—100) High Low Dec.13 Dec. 20 
| Issues (1925 Cl.—100) High Low Dec. 13 Dec. 20 100 High Priced Stocks .......... . 236.9 185.8 192.4 185.81 
300 Combined Average ........... 346.6 270.4 280.1 270.4L 100 Low Priced Stocks ............. 415.9 312.1 321.6 312.1L 
4 Agricultural implements ....... 282.4 181.9 195.5 181.91 ee 521.6 548.0 521.61 
3 Alr Cond. ('53 Cl.—100) ..... 122.8 82.7 89.5 86.1 4 Investment Trusts ....... . 1845 139.1 144.0 139.11 
9 Alrcreft ('27 Cl.—100) .......... 1388.8 882.6 1010.7 982.2 3 Liquor ('27 Cl.—100) 1094.5 855.7 925.4 895.5 
7 Alrlines ('27 Cl.—100) ........ 1022.5 581.5 621.6 591.5 9 Machinery ..................... 523.4 338.6 359.2 338.6L 
4 Aluminum (’53 Cl.—100) ...... 464.5 253.4 274.5 253.4L 3 Mail Order ................ 174.6 135.2 138.7 135.21 
5 Amusements 122.0 122.0 122.0 4 Meat Packing ...................... 142.6 103.5 111.8 107.6 
9 Automobile Accessories i 284.7 302.5 284.7L 5 Metal Fabr. (‘53 Cl—100) . 198.3 131.6 141.1 131.6L 
6 Automobiles 38.6 40.5 38.6L 10 Metals, Miscellaneous 420.9 263.1 275.2 263.11 
| 4 Baking ('26 Cl.—100) . 26.3 28.1 28.1 a 1060.1 789.9 862.6 841.8 
3 Business Machines * ‘ 874.0 925.4 874.4. 22 Petroleum ................... 914.4 642.6 675.5 642.6L 
$ Chemicals ................... dit ; 496.7 526.6 502.7 21 Public Utilities .... 263.6 236.5 253.8 253.8 
| 4 Coal Mining in 16.8 17.8 17.5 7 Railroad Equipment ........... 91.4 56.6 59.2 56.61 
4 Communications . 83.1 86.0 84.0 72.7 41.7 43.8 41.71 
| 9 Construction 100.7 103.2 100.7 509.8 432.7 445.5 432.7 
| 7 Containers 656.5 671.6 671.6 393.0 235.8 247.6 235.81 
| 7 Copper Mining 179.7 188.9 179.71 a REIS 116.9 96.9 104.5 100.7 
| 2 Dairy Products . 103.8 1134 113.4 Be ccsicctnsineenpiieeneenl 926.7 521.2 5716 529.6 
6 Department Stores y 75.1 79.2 75.14 11 Television ('27 Cl.—100) ..... 36.0 27.2 28.9 27.2 
5 Drugs-Eth. (’53 175.2 239.1 230.0 inosine soe: 149.9 96.7 105.1 96.71 
6 Elec. Eqp. (’53 183.3 1969 183.31 3 Tires & Rubber ...................... 1976 1528 162.2 152.8L 
2 Finance Companies : 525.0 563.0 552.3 _, (aes 110.9 87.0 110.0 107.5 
6 Food Brands 239.8 253.2 253.2 2 Variety Stores . . 298.8 219.5 227.2 219.51 
OS | O™ eee 153.8 188.9 185.6 15 Unclassif’d ('49 Cl.—100) 168.9 137.2 138.7 137.21 
L—New Low for 1957. 
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Trend of Commodities 





SPOT MARKETS — Sensitive commodities, as measured by the 
Bureau of Labor Statistics’ daily index, diyped somewhat in the 
two weeks ending December 20. The over-all index fell by 
0.5%, with the two major components of the index, foods and 
raw industrial materials, both declining, the former by 0.9%, 
the latter by only 0.1%. 

While the sensitive daily index has weakened a bit during 
December, the BLS’ comprehensive weekly wholesale price 
index has rallied, to a point only slightly below its all-time 
peak of last September. The recovery, however, has been due 
wholly to strength in farm and food prices while the index of 
all other commodities remained in a sidewise trend. On a 
seasonal basis, a price decline into mid-February can now be 
expected. 





FUTURES MARKETS—Commodity futures were mostly lower jp 
the two weeks ending December 20. Among the actively traded 
options, only cotton, coffee, rubber and wool tops were able 
to register advances. 

Wheat futures were especially weak in the fortnight ending 
December 20, the May option losing 734 cents. Indications 
that the 1958 crop would be a large one and upward revision 
of the 1957 crop figures, put all options under pressure. The 
USDA in its initial estimate of the 1958 winter wheat crop, 
has forecast output of 906 million bushels, versus 707 million 
bushels produced last year. Although growing conditions from 
now till harvest will play a major role in the final size of the 
crop, the indications are bearish for the time being. 
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BLS PRICE INDEXES Latest 2Wks. 1Yr. Dec. 6 
1947-49—100 Date Date Ago Ago 1941 

All Commodities Dec. 17 118.2 117.8 116.3 60.2 
Farm Products Dec. 17 92.8 914 88.9 51.0 
Non-Farm Products Dec. 17 125.8 125.8 124.7 67.0 
22 Basic Commodities Dec. 20 84.5 849 92.4 53.0 
9 Foods Dec. 20 84.8 85.6 82.6 46.5 

13 Raw Ind‘l. Materials Dec. 20 84.2 84.3 99.7 58.3 

5 Metals Dec. 20 86.5 87.9 123.8 54.6 

4 Textiles Dec. 20 785 78.2 85.5 56.3 








MWS SPOT PRICE INDEX 


14 RAW MATERIALS 
1923-1925 AVERAGE—100 


AUG. 26, 1939—63.0 Dec. 6, 1941—85.0 
1957 1956 «1953. «1951-1945 1941 





High of Year 166.3 169.8 162.2 215.4 98.9 85.7 
Low of Year 149.5 163.1 147.9 176.4 96.7 743 
Close of Year 165.5 152.1 180.8 98.5 83.5 





DOW-JONES FUTURES INDEX 
12 COMMODITIES 
AVERAGE 1924-1926—100 
1957 1956 §=61953 1951 19451941 





High of Year 163.4 166.7 1665 2145 1064 846 
Low of Year 153.8 163.1 147.9 176.4 96.7 743 
Close of Year 162.7 1668 189.4 1059 84.1 
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The Growth Pattern 
in New Jersey 
continues 
strong 





happened in 
New Jersey in 1957: 
Industry kept right 
on growing, commercial es- 
tablishments kept on expanding, 
and residential areas continued to 
show a year of healthy growth. 

A vacuum cleaner manufacturer built 
another plant in the same town in which they/ 
have been operating. Many small firms merged 
with large nationally known companies. 
Ground was broken for several large indus- # 
trial research laboratories. A large new /{ 
asphalt refinery was built. Plants 
were constructed for the manu- 
facture of baby products, sur- 4@ 
gical dressings, soup, «@ 
) paper milk bottles and 

electric wire and cable. 
Large warehouses for storing 
steel furniture and motor/ 
parts were built. Major 
cities forged ahead with urban re-g 
development, and shipping facilities at 
Port Newark and on the Delaware River 
were enlarged and improved. 

All in all, it was a dynamic year of growth in 
New Jersey, where 50 of the top 73 “Blue Chip” gf 
companies in America are active. We have every 
reason to believe that this growth will continue into 
1958— plant site inquiries so indicate. 

To meet this growth, Public Service con- 
tinues to enlarge its facilities. We have 
lm expended over $500,000,000 in the 
last five years, and at the pres- 
ent time we are constructing 
three major elec- 
tric gener- 
ating 
sta- 
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The Personal Service Department of THE MAGAZINE OF WALL STREET 
will answer by mail or telegram, a reasonable number of inquiries on 
any listed securities in which you may be interested or on the standing 
and reliability of your broker. The service in conjunction with your 
subscription should represent thousands of dollars in value to you. It 
is subject to the following conditions: 


intervals. 
addressed envelope. 


envelope. 


= - g foe 


Give all necessary facts, but be brief. 
Confine your requests to three listed securities at reasonable 


No inquiry will be answered which does not enclose stamped, self- 
No inquiry will be answered which is mailed in our postpaid reply 


Special rates upon request for those requiring additional service. 





Atlantic Refining Company 


“Please furnish information on recent 
operations of Atlantic Refining Co. and 
reasons for any change in net income.” 

C.A., Reading, Pa. 


Atlantic Refining Co. is well 
integrated with activities concen- 
trated in refining and marketing. 
Its refineries are in Philadelphia 
and near Port Arthur, Texas. Net 
crude production is about 53% 
of refinery requirements. 

Net income of $29,337,000 or 
$3.15 per share was reported by 
Atlantic Refining Co. for the first 
9 months of 1957. This represents 
a decrease of $3,402,000 when 
compared with $32,739,000 or 
$3.53 a share for the same period 
last year. 

Net income for the third quar- 
ter of 1957 was $4,015,000 as com- 
pared with $10,558,000 for the 
corresponding quarter of 1956 or 
a decrease of $6,543,000. 

Sales and other operating reve- 
nues for the first 9 months rose 
from $398,415,000 to $422,829,- 
000. Although total crude produc- 
tion was up 8.3%, refinery runs 
declined about 2%. 

Causes for the third quarter 
profit decline, the company said, 
“were about evenly divided be- 
tween conditions beyond the com- 
pany’s practical control and ac- 
tions taken in the company’s plan- 
ned effort for improvement. This 
effort has the effect of reducing 
current profits to gain carefully 
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programmed benefits — the third 
quarter profit result is not a meas- 
ure of progress toward these ob- 
jectives”’. 

Three unfavorable external fac- 
tors which contributed to half of 
the company’s third quarter de- 
cline were listed as: a.) A sub- 
stan reduction in domestic crude 
oil production allowable; b.) A 
sharp decline in the margin be- 
tween selling prices of products 
and purchase price of crude oil; 
ce.) An industry-wide 6% wage 
increase. 

The remaining half of the com- 
pany’s unfavorable profit picture 
in the third quarter was mainly 
attributed to Atlantic’s planned 
increased crude oil finding and 
carrying expenses particularly in 
enezuela and other foreign areas. 

There have been recent domes- 
tic crude oil exploration successes 
in the southwest, particularly in 
the Offshore Louisiana area 
where Atlantic is participating in 
the CATC group. The finding of 
7 new oil fields in the undeveloped 
properties purchased last year 
from the Houston Oil Co. was also 
cited. 

Atlantic reported that explora- 
tory or drilling operations were 
being actively continued in the 
countries of Cuba, Guatemala, 
Syria and Turkey. 

Consecutive dividends have 
been paid since 1927. Dividends in 
1957 totalled $2.00 per share, the 
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same as paid in 1956. 


J. |. Case Company 


“I have been a subscriber to your valued 
publication for a number of years and 
only on infrequent occasions have called 
upon your Personal Consultation Ser. 
vice for views on various companies. 
I would appreciate receiving data on 
J. I. Case Co. and please indicate the 
outlook for the company.” 

R.T., Memphis, Tenn. 


J. I. Case Company is one of the 
leading manufacturers of farm 
equipment. The business was in- 
corporated in 1880 succeeding to 
the business founded by J. I. Case 
in 1842. Acquisitions over the 
years of various companies have 
expanded the business to cover the 
full manufacture of a complete 
line of agricultural machinery 
and implements and tractors. 

The latest acquisition was 
American Tractor Corp. on Janu- 
ary 11, 1957, which resulted in 
the addition of a line of industrial 
crawler tractors and earthmoving 
equipment. The former president 
of American Tractor Co., Mare B. 
Rojtman became executive vice 
president of J. I. Case Co. 

Earnings of $1,851,422 were re- 
ported by Case in the third quar- 
ter of its fiscal year and a 23% 
increase in sales for the 9 months 
ended July 31. According to the 
executives of the company, as 4 
result of the upward trend in 
sales and earnings, losses for the 
9 months were reduced from 
$4,403,389 a year ago to $993,805 
for the period this year. 

Sales for the three quarters to- 
talled $78,898,236, compared with 
$64,102,899 in the like period of 
1956. The third quarter profit 
compared with earnings of $1,- 
067,349. for the corresponding 
period last year. 

Sales of the industrial division, 
in the 6 months since American 
Tractor Corp. was merged with 
Case, have exceeded American 
Tractor’s total sales for 1956. 

Operations for the fiscal year 
ended October 31, 1957 are ex- 

(Please turn to page 484) 
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GUARDING 5 BILLION FLIGHT MILES 


“On final approach,” radios the pilot. Down goes the landing gear for 
another happy landing. Special petroleum lubricants and fuels — 
pioneered by Texaco research — play an important part in the 

5 billion passenger miles flown each year. During the past 22 years 
more scheduled revenue airline miles in the United States have 

been flown with Texaco Aircraft Engine Oil than with all other 
brands combined. A typical example of how Texaco research 


cooperates with industry. \ 
TEXACO 


Progress... at your service 







THE 
TEXAS 
COMPANY 
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American Home Products Corp. through its Wyeth 
Laboratories claims to have developed a new nar- 
cotic pain-killer which is successful in relieving 
“moderately severe” pain. 

Wyeth Laboratories said the compound, which is 
called Zactirin, has been successfully used to relieve 
pain too severe for effective relief by aspirin, yet 
not severe enough to warrant use of morphine-like 
drugs. Zactirin itself is a combination of ethohepta- 
zine, which Wyeth said is a newly discovered com- 
pound, and aspirin. 

Wyeth claims that patients suffering from mod- 
erately severe pain could formerly get relief only 
through the use of codeine or related drugs, which 
usually produce such side effects as constipation, 
nausea and dizziness. 


Campbell Soup Co. plans to build new plants in 
Manitoba, Canada, and in England, and to enlarge 
frozen food processing at several domestic eastern 
and mid-western plants. 


General Electric has announced the development 
of a means of generating electricity through direct 
conversion of heat energy. 

The advantage of the new system, according to 
Dr. Guy Suits, G.E. vice president and director of 
research, is that it creates a mechanism for produc- 
tion of electricity that has no moving parts. 

Elimination of moving parts would remove wear 
created by friction in present generators. The device 
is still in the laboratory stage, Dr. Suits said, and at 
present operates at 8% efficiency. It is too early, he 
said, to predict applications for the discovery. ‘We 
cannot predict when—or if—the remaining scientific 
and economic problems inherent in direct heat-to- 
electricity conversion will be solved in a commer- 
cially acceptable manner”, said Dr. Suits. 


Bendix Aviation Corp. through its Friez Instru- 
ment division in Baltimore, Maryland has developed 
an electronic weather-data system that unreels a 
continuous picture of the weather. The “automated” 
system, named the “Weatherman” reveals its 
weather story by means of six large dials. They indi- 
cate simultaneously wind speeds, wind direction, 
temperature, relatively humidity, rainfall and 
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Keeping Abreast of 
Corporate Developments 
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barometic pressure. 


Curtiss-Wright Corp. has developed new produe 
tion manufacturing method for the extrusion of 
titanium jet engine parts directly from cast ingots 
which have reduced cost of the parts by as much @ 
40%, according to company officials. 

The new techniques were developed as a result of 
two years of work under an Air Force program, 
the Wright aeronautical & metals processing divi 
sions of Curtiss-Wright announced jointly with the 
manufacturing methods branch of the Air Materiels 
Command. 

Use of the new manufacturing methods, in add- 
tion to lowering manufacturing costs, results ii 
greater utilization of raw material—the ratio of fim 
ished part weight to raw material weight, it was 
stated. 

“The cost advantages of the cast ingot extrusion 
methods result directly from the lesser amount of 
raw material required and the lower cost of the 
ingot material. Specifically, the cost of cast ingots 
is approximately half the cost of forged billets for 
use as extrusion stock,” the announcement added. 

The Curtiss-Wright process, according to the com- 
pany will have wide application for non-defense as 
well as defense use and will help to place titanium 
on a more competitive level with other metals. This 
new process is not only applicable to titanium, but 
to other expensive metals as well where scrap losses 
seriously affect the finished product costs. 


Hercules Powder Co. announced it is producing 
commercial qualities of a new plastic called poly- 
propylene at its Parlin, N. J. plant. Officials of the 
company said the plant at Parlin will be capable of 
turning out annually 20 million pounds of poly- 
propylene. 

According to Hercules, the plastic has a “wider 
range of outstanding properties than any single 
plastic yet developed, and has lower specific gravity 
than any other plastic material”. This means the 
plastic products made from polypropylene will have 
less unit weight than products made from other plas- 
tics, Hercules reported. 

Company said the plastic was under development 
for three years before (Please turn to page 484) 
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"MWattonal Accounting machines save us $116,400 a year... 


return 90% on our investment!” —MORRISON-KNUDSEN COMPANY, INC., Boise, idoho 


“Our heavy construction and engineering 
business is international in scope, employing 
more than 40,000 people. We have placed 
32 National Accounting machines on field 
construction projects, and in our home office 
and branch offices. 


“The machines are used for accounts pay- 
able, payrolls, processing earnings records, 
Preparing Federal and State reports, writing 
W-2's, and posting detail cost ledgers. 


“The flexibility of these Nationals permits 
switching quickly from one job to another, 
thus increasing the utility of these machines. 
We also appreciate their rugged construc- 


tion and the minimum of service required, 
as most of our jobs are located in isolated 
areas many hours from National Service 
offices. And the simple operation and pro- 
gramming of these machines is advantageous 
in training personnel quickly to use these 
machines on relatively short-term field jobs 


“We estimate that these National Ac- 
counting machines save us $116,400 a year, 
a 90% annual return on our investment.” 


Ire an 


Controller, Morrison-Knudsen Co.., Inc., Boise, Idaho 


THE NATIONAL CASH REGISTER COMPANY, parton 9, on10 


989 OFFICES IN 94 COUNTRIES 


In your business, too, National 
machines will pay for themselves with 
the money they sove, then continue 
savings as annual profit. Your nearby 
National man will gladly show how 
much you can saove—aond why your 
operators will be happier 


He's listed in the yellow 
pages of your phone book. ‘a 








Keeping A breast of 


Corporate Developments 





American Home Products Corp. through its Wyeth 
Laboratories claims to have developed a new nar- 
cotic pain-killer which is successful in relieving 
“moderately severe” pain. 

Wyeth Laboratories said the compound, which is 
called Zactirin, has been successfully used to relieve 
pain too severe for effective relief by aspirin, yet 
not severe enough to warrant use of morphine-like 
drugs. Zactirin itself is a combination of ethohepta- 
zine, which Wyeth said is a newly discovered com- 
pound, and aspirin. 

Wyeth claims that patients suffering from mod- 
erately severe pain could formerly get relief only 
through the use of codeine or related drugs, which 
usually produce such side effects as constipation, 
nausea and dizziness. 


Campbell Soup Co. plans to build new plants in 
Manitoba, Canada, and in England, and to enlarge 
frozen food processing at several domestic eastern 
and mid-western plants. 


General Electric has announced the development 
of a means of generating electricity through direct 
conversion of heat energy. 

The advantage of the new system, according to 
Dr. Guy Suits, G.E. vice president and director of 
research, is that it creates a mechanism for produc- 
tion of electricity that has no moving parts. 

Elimination of moving parts would remove wear 
created by friction in present generators. The device 
is still in the laboratory stage, Dr. Suits said, and at 
present operates at 8°~ efficiency. It is too early, he 
said, to predict applications for the discovery. ““We 
cannot predict when—or if—the remaining scientific 
and economic problems inherent in direct heat-to- 
electricity conversion will be solved in a commer- 
cially acceptable manner”, said Dr. Suits. 


Bendix Aviation Corp. through its Friez Instru- 
ment division in Baltimore, Maryland has developed 
an electronic weather-data system that unreels a 
continuous picture of the weather. The “automated” 
system, named the ‘“‘Weatherman” reveals its 
weather story by means of six large dials. They indi- 
cate simultaneously wind speeds, wind direction, 
temperature, relatively humidity, rainfall and 
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barometic pressure. 


Curtiss-Wright Corp. has developed new produc- 
tion manufacturing method for the extrusion of 
titanium jet engine parts directly from cast ingots 
which have reduced cost of the parts by as much as 
40°, according to company officials. 

The new techniques were developed as a result of 
two years of work under an Air Force program, 
the Wright aeronautical & metals processing divi- 
sions of Curtiss-Wright announced jointly with the 
manufacturing methods branch of the Air Materiels 
Command. 

Use of the new manufacturing methods, in addi- 
tion to lowering manufacturing costs, results in 
greater utilization of raw material—the ratio of fin- 
ished part weight to raw material weight, it was 
stated. 

“The cost advantages of the cast ingot extrusion 
methods result directly from the lesser amount of 
raw material required and the lower cost of the 
ingot material. Specifically, the cost of cast ingots 
is approximately half the cost of forged billets for 
use as extrusion stock,” the announcement added. 

The Curtiss-Wright process, according to the com- 
pany will have wide application for non-defense as 
well as defense use and will help to place titanium 
on a more competitive level with other metals. This 
new process is not only applicable to titanium, but 
to other expensive metals as well where scrap losses 
seriously affect the finished product costs. 


Hercules Powder Co. announced it is producing 
commercial qualities of a new plastic called poly- 
propylene at its Parlin, N. J. plant. Officials of the 
company said the plant at Parlin will be capable of 
turning out annually 20 million pounds of poly- 
propylene. 

According to Hercules, the plastic has a “wider 
range of outstanding properties than any single 
plastic yet developed, and has lower specific gravity 
than any other plastic material”. This means the 
plastic products made from polypropylene will have 
less unit weight than products made from other plas- 
tics, Hercules reported. 

Company said the plastic was under development 
for three years before (Please turn to page 484) 
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EDITOR’S NOTE: The following chart should be of great interest to readers, in con- 
nection with the story, “The Rise and Fall in World Prices” by George Gebhardt, which 
appeared in the December 21, 1957 issue of The Magazine of Wal Street. It is essentially 
the same as the chart published on Page 389 with that story, but the inclusion oj the specific 
dates of the major wars of the last two centuries paints a clear and cogent picture o) the response 
of commodity price to chaotic events. 
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Two Studies in Industrial 
Leadership—U.S. Gypsum— 
Zenith Radio 





(Continued from page 454) 


think the market is ready yet for 
complete acceptance of color. 


New Developments 


In addition to the bright prom- 
ise that color television and the 
continuing acceptance of high-fi- 
delity holds out for Zenith’s basic 
Phonevision, the com- 
pany’s unique pay-as-you-see sys- 
tem of toll television, has a vast 
potential. If Phonevision is even- 
tually authorized by the Federal 
Communications Commission, the 
governmental body that regulates 
radio and television, and accepted 
by the American public, it would 
add enormously to the company’s 


business, 
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markets. Tens of millions of de- 
coders and new television sets 
would be needed by the public, 
and Zenith could be expected to 
profit handsomely. Zenith thinks 
Phonevision is ready. There are, 
however, important questions of 
public policy yet to be decided. 
Moreover, if and when the FCC 
authorizes Phonevision, it will 
still have to win the acceptance of 
mass audiences. Interesting 
are Phonevision’s — possibilities, 
therefore, its importance to 
Zenith should be kept in perspec- 
tive. It represents a great prom- 
ise, but should it fail to win ac- 
ceptance, the company would lose 
2 great advantage. 

Zenith’s emphasis on quality 
has meant no sacrifice of profit- 
ibility. Quite the contrary. In the 
ten from 1947 to 1956, it 
earned about $115 a share. Most 
interesting is that the past three 
vears, Includine estimated earn- 
7 1957, 


highest consecutive 


as 


years 


about $15 for are 


Ings ot 


the three 


c 


et 


earnings years of the post-war 
period—this while industry-wide 


TV profits were on the down- 
grade. 
Stockholders have been liber- 


ally treated with dividends of $37 
2a share over the decade with pay- 
ments of $5 a share in 1955 and 
1956 and $7 for 1957. Neverthe- 
less, only 32‘: of earnings were 
paid out as dividends and asset 
value of the shares rose from 
about $20 a share in 1946 to $100 
a share at the end of 1956. 

Since June, the stock market 
has been subjected to an agoniz- 
ing reappraisal with many com- 
panies being downgraded consid- 
erably. U. S. Gypsum and Zenith 
Radio appear to have passed the 
tests for the time being on the ex- 
cellence of their trade positions, 
their financial positions and their 
readiness to meet the challenze 
that ahead. In the light of 
market conditions in the offing 
these are stocks to be watched for 
properly timed investment. —END 
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Shown here are a few of the product names and trademarks of 
American Cyanamid Company. In the various fields in which 
they are used—in business, industry, the professions, ot the 
public each represents a high standard of quality and integrity. 


All are backed by Cyanamid’s extensive research, production, 


and service facilities. 
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America’s $32 Billion 
Overseas Investment 





(Continued from page 445) 


to give a balanced picture and 
have overlooked the many ways 
in which U. S. private direct in- 
vestment in Latin America has 
been economically beneficent to 
the host countries. Little mention 
has been made of such important 
factors as the substantial employ- 
ment of local labor, the explora- 
tion and development of raw ma- 
terial sources, the establishment 
or modernization of plants and 
equipment, the purchase of local 
materials and the re-investment 
of earnings. All of these have 
contributed to higher production 
and to expansion of jobs and 
income. 

The survey’s statistics, how- 
ever, now give these factors their 
due eminence, in clear numerical 
terms. In 1955, U. S. enterprises 
operating in Latin America paid 
out over $4 billion in the area, in- 
cluding about $1 billion for wages 
and salaries; $1.8 billion to buy 
materials, equipment and utilities 
from local sources; and over $1 
billion in tax payments to local 
governments. These tax pay- 
ments represented some 15‘: of 
all governmental revenues in the 
area, and a considerably higher 
percentage for a number of 
countries. 

Statistics on employment de- 
veloped by the survey highlight 
the contribution of U. S. capital 
to the problem of easing chronic 
unemployment and underemploy- 
ment in many Latin Republics. 
They show that the companies 
employed about 600,000 persons 
and that only 9,000 of these were 
United States citizens. Moreover, 
out of 46,00 jobs of a supervisory 
or professional nature, 37,000 
were filled by citizens of the host 
nations. 

Dramatic as they are, these 
figures nevertheless do not ade- 
quately define the salient contri- 
butions of individual companies 
to the improvement of living 
standards around the globe. One 
of the most illustrious examples 
is Firestone’s brilliant success in 
shaping the muck and mire of 
Liberia into a modern industrial 
nation. The more than $900 mil- 
lion which Persian Gulf nations 
collect from U. S. companies in 
oil revenues annually have in 
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most instances been used to im- 
prove the lot of the Arabs. In 


Venezuela, U. S.-owned Creole 
Petroleum has_ helped finance 
technical research, shipping, 


hotels and schools. Many Latin 
Republics are enjoying better liv- 
ing standards as a result of the 
more than $40 million invested 
by Sears, Roebuck in a_ wide- 
spread chain of stores and offices. 
Furthermore, Sears has_ intro- 
duced its profit-sharing retire- 
ment program in Mexico. 

American companies abroad 
also pay generally higher wages 
than prevailing local rates, al- 
though they make an effort not 
to disturb the loca] wage pattern. 
In addition, they provide sanitary 
working conditions, cafeterias 
with low-cost food, schools for 
employees and their families, hos- 
pitals and clinics. 

The activities of many Ameri- 
can companies have gone beyond 
even the provision of basic em- 
ployee needs. Throughout the 
world they have built housing 
communities, dams, roads, power 
stations. They have trained em- 
ployees abroad and have brought 
many to this country for special- 
ized training. Thousands’ of 
workers overseas owe their train- 
ing and skills to on-the-job train- 
ing and to scholarships furnished 
by U. S. firms. In Saudi Arabia, 
the Arabian American Oil Com- 
pany contributed economic guid- 
ance to the local Government. In 
Liberia, Firestone on one occa- 
sion lent the Government $2.5 
million to pay off its external 
debt at a time when the country 
was in customs receivership be- 
cause it had defaulted on a loan. 
But, great as these accomplish- 
ments are, they are only a portent 
of the invaluable services which 
U. S. private investments will 
render in years to come. END 





Significant Reappraisals 





(Continued from page 457) 


is expected to reflect the lower 
level of industrial activity and 
careful buying by major steel con- 
sumers. 

Youngstown Sheet & Tube, the 
fifth largest producer of steel has 
also been under much pressure in 
price of late. Prospects for the 
stock will continue to be influ- 
enced by the outcome of the court 
contest between this company, 
Bethlehem Steel, and the Depart- 


THE 


ment of Justice, over the pending 
merger of the two companies. 
Youngstown has suffered a sub- 
stantial decline in price, from : 
high of $123 to the current $6§ 
reflecting not only the reduced ac 
tivity in business, but the uncer- 
tainty promoted by the Beth Stee 
merger and the ensuing court ac- 
tion. Wheeling Steel, National Steel, 
and Jones & Laughlin Steel all ex- 
perienced price declines for in- 
dustrial reasons. Basically flat- 
rolled steel producers, and sheet 
and strip steel, they are currently 
being affected by the automobile 
industry’s demand, and construc- 
tion commitments. Carpenter Steel 
makes high priced specialty steels, 
principally high alloy, high speed 
tool and stainless grades. The 
company’ stock declined from $74 
to $45 in sympathy with general 
conditions and the acquisition of 
Northeastern Steel which has 
been operating at a loss. Vanadium 
Corp. of America, the second larg- 
est producer of ferroalloys used 
to give strength, and other special 
qualities to steel and iron, de- 
clined also due to the drop in in- 
dustry output of stainless and 
other alloy steels. Briefly, all the 
steel companies suffer in times of 
business setbacks, but the indus- 
try may have seen its worst for 
awhile. 


Demand Down For Machinery 


Among the heavy machinery 
makers with large price declines 
are Allis-Chalmers, Caterpillar Trac- 
tor, Clark Equipment, and Joy Manu- 
facturing. Reduced demand for in- 
dustrial equipment, construction 
machinery, mining equipment, 
crawler tractors, and heavy duty 
earth moving equipment was 
largely responsible for stock price 
declines in this group. Sales re- 
ceded generally as the demand 
slackened and with reduced in- 
dustrial activity, it was soon re- 
flected in lower evaluations of 
stock prices. 


Over-Expanded Paper 


The paper industry has been 
going through a period of over- 
expansion which has been the 
primary reason for declines in 
such paper producing companies 
aS Great Northern Paper and St. 
Regis Paper. Profit margins have 
contracted sharply and competi- 
tion has increased. The paper in- 
dustry decline started a year ago 
and a further decline in stock 
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prices was to be expected 
throughout this year in view of 
lower business activity. 


Machine Tools 


Sharply declining backlogs 
characterized the machine tool in- 
dustry. Representative of the 
gooup are _ Cincinnati Milling 
Machine Company and Excello Corp. 
Te machine tool business Is one 
o the feast or famine businesses 
d pending on such industries as 


a itomotive and aircraft. These 
c« mpanies dropped sharply in 
pice when demands from the 


a tomobile and aircraft industries 
d opped and the future clouded. 


S retchouts Hurt Aircraft Makers 


Boeing Airplane and Lockheed 
fircraft lost close to 50% of their 
narket value when it became ob- 
vious that the Pentagon was con- 
s dering cutbacks and stretchouts 
of aircraft production. Economy 
v aves seriously affected the entire 
aircraft industry and would have 
become more serious without 
Sputnik and ICBM interest. Even 
the current interest in the produc- 
tion of missiles has not been suf- 
ficient to recapture a major part 
of the stock price declines. 


Petroleum Industry Retrenchment 


The oil glut placed a pall on the 
oil and oil servicing industries. 
There is too much oil now avail- 
able in the world, prices for re- 
fined ‘products have shown weak 
tendencies and profit margins have 
narrowed. Standard Oil of Indiana, 
« major refiner, Pure Oil, with 
sizeable crude reserves, and Con- 
tinental Oil which is well repre- 
sented in refining and marketing; 
Margins are under pressure, de- 
mand for petroleum products has 
heen lagging, and sales of crude 
and refined products are lower— 
all good reasons for lower stock 
rices. Along with the oil glut, 
drilling activities are on the de- 
cline thus depressing Halliburton 
Oil Well Cementing, a major pe- 
roleum service organization. 


Chemicals 


In the chemical industry, profit 
nargins were under pressure and 
rofits were lower. Olin Mathieson 
ifth largest in the chemical in- 
lustry, experienced a sharp drop 
n price. Earlier this year, a few 
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secondary offerings plus new fi- 
nancing were enough to depress 
the price of the stock, but later 
market attention given to the ex- 
otic fuel-making potential of Olin 
Mathieson may reverse the trend. 


Selected Companies 


Among individual companies, 
price movements for each stock 
must be examined closely. 

For example, United States Rub- 
ber suffered declining sales and 
earnings in 1957, primarily be- 
cause of the slowdown in motor 
vehicle production by General 
Motors, its largest customer. In 
1958, the picture is considerably 
brighter for the company. On the 
other hand, Ford’s prospects seem 
dimmer because new car sales are 
lagging, an automobile strike is 


possible, and the company’s 
gamble on the medium priced 


“Edsel” is running into snags. 
Representative of the aircraft 
suppliers, Thompson Products could 
show better earnings in 1958 be- 
cause much emphasis will be 
placed on increased defense ex- 
penditures in sharp contrast to 
the cutbacks and stretchouts re- 


sponsible for Thompson’s poor 
stock performance last year. 
Another group of stocks that 


could have some pressure relieved 
next year are those who experi- 
enced abnormal price depreciation 
in 1957 due to equity financing. 
Among others, Minneapolis-Honey- 
well, and Timken Roller Bearings 
were sold down more than the 
norm because of the particular 
hands-off attitude evident this 
vear for companies that under- 
went equity financing. These com- 
panies should all show better 
earnings in 1958 and are con- 
sidered growth companies. 
The office equipment makers, 
finally, represent an enigma. Sales 
are in a rising trend but earnings 
seem to be having trouble keeping 
pace due to rising labor, materials 
and selling costs. All prognostica- 
tions seem to indicate substantial 
growth ahead for such companies 
as Burroughs Corp., but near term 
statistics show a slowdown in 
sales for the smaller computers 
and other business machines. Yet 
for Burroughs, backlogs of orders 
are on the increase. Down sub- 
stantially in price, the company 
shows longer term promise. 
Basically the reasons for the 

declines in each of the preceding 


stocks were directly attributable 
to changes in economic pattern 
and lower business activity. In 
the year ahead, careful scrutiny 
of the business indicators will be 
an invaluable guide for stock price 
movements. For this reason, 
readers should follow closely the 
Trend Forecaster contained in our 
Business Analyst section. 


Stocks That Resisted Decline 


For 1957, all was not blue and 
gloomy. There were some stocks 
that resisted the market decline, 
and some smiles among the 
gloomy countenances of investors. 
Frequently, better performance 
was due to special conditions, like 
Brunswick - Balke-Collender, whose 
bowling and school products busi- 
ness kept the company’s earnings 
at peak levels despite the turn- 
down in general business activity. 
With 1958 earnings projected at 
even higher levels, and the nature 
of the business distinctly apart 
from normal business activity, it 
is no wonder that an abundance 
of investor interest in this situ- 
ation was sufficient to carry the 
stock close to the all time highs at 
this writing. Or Polaroid whose 
stellar performance to date is a 
result of remarkable growth for 
a spectacular product, the “pic- 
ture-in-a-minute” Land camera in 
which the company has a monopo- 
listic position. New developments 
and rapidly rising earnings 
caught the investing public and 
institutional fancy resulting in a 
remarkably high earnings multi- 
ple which is still available at 
present. (Please turn to page 480) 
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Hertz Corp. also survived the de- 
bacle with its car-track rental 
business. Earnings were on the in- 
crease along with increasing pub- 
lic and business acceptance of 
Hertz’s rental services. Obviously, 
this type of business can increase 
regardless of general business 
conditions. 

The drug group held up exceed- 
ingiv well this year. Parke, Davis 
and Merck & Co. benefited tem- 
porarily from the Asian Fiu and 
each brought out new products 
which resuited in keeping up in- 
vestor interest and resulted in 
higher earnings. 

Food stocks and grocery chains 
are typical havens for investors 
during trying times. Stable profit 
margins and dependable divi- 
dends are most sought after when 
the blush is off the capital goods 
industries. First National Stores, 
Kroger Co. and Winn-Dixie Stores 
are all large grocery chains and 
have enjoyed increasing earnings 
and good growth steadi.y. Marked 
by very light fluctuation of 
market price, these stocks are 
comfortable ports in any storm. 
Also the food processors, Standard 
Brands, General Foods, Corn Prod- 
ucts Refining, and National Biscuit 
are safe havens. Sales are up, 
earnings are up and dividends 
seem safe. Such a combination 
usually leads to more stable per- 
formance in a down market. 


Tobaccos Outpace The Market 


Worthy are the tobacco stocks 
in these times of strife. Lorillard 
with its Kent filter cigarette was 
able to make new highs because 
of sharply rising earnings... and 
Reynolds Tobacco with its increas- 
ing sales followed close behind. 
Needless to say, the tobace: 
shares had previously been in a 
bear market of their own, so their 
depressed prices and substantial 
dividends were good bait for wor- 
ried investors. 

Procter & Gamble and Colgate- 
Palmolive did well. These soap 
stocks seemed to have cured their 
difficulties and appeared to be on 
the road back after previous dif- 
ficulties. Here investors tried to 
buy depressed values and good 
dividends in a group that ap- 
peared to have made a major 
turn. 


Summary 


certain 
market 


It is easy to see why 
stocks are favored in a 
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headed downward. The com- 
panies must be either special 
situations or ‘depressed and 
“safe,” or be in defensive type 


industries that have an obvious 
aura of stability. It is well to note 


that there are stocks moving 
against the trend even in bear 
markets. Astute investors. will 
watch the signs closely. END 





Natural Gas Industry 
Under New Court Decisions 





(Continued from page 451) 


Colorado Interstate 

Latest reported earnings of 
$4.52 for this company could be 
reduced either as a resuit of the 
Memphis decision or acceptance 
by the FPC of a hearing exam- 
iner’s decision handed down last 
May. For the time being at least, 
it appears that little or no recog- 
nition is to be given to the com- 
modity value of the company’s ex- 
tensive reserves. The outlook for 
Colorado Interstate over the com- 
ing months is more in doubt than 
for any other company in the in- 
dustry. The management recently 
announced a postponement of a 
$90 million expansion program to 
construct their portion of a line 
extending from the Rocky Moun- 
tains to a connection with one of 
the main lines serving Chicago. 
The matter had been pending be- 
fore the FPC. If approved the 
company’s rate base would have 
been increased by almost 75‘ 
which would aid the earnings pic- 
ture considerably. No further ac- 
tion is anticipated on the project 
until a ruling on the Memphis de- 
cision is obtained. 


Columbia Gas System 

As in the case of American Nat- 
ural Gas, this integrated system 
should not be seriously affected 
by the Memphis decision. Almost 
all of the rate increases which 
subsidiaries have pending before 
the FPC are primarily to cover 
higher costs of gas from pipeline 
suppliers. Thus if the Memphis 
decision stands both the rate in- 
creases and the higher costs will 
fade from the picture leaving 
earnings practically unchanged. 

Earnings for 1957 are esti- 
mated at about $1.35 compared 
with $1.44 for 1956. The reduc- 
tion has been caused by warm 
weather in the past year and addi- 
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tional shares issued as debentures 
were converted. A $1.00 dividenc 
rate was set in 1956 and this rate 
is expected to be maintained dur 
ing the coming year. 


Consolidated Natural Gas 

This fully integrated company 
has one of the strongest financia! 
structures in the industry and 
serves a diversified and growing 
market. Exposure as a result of 
the Memphis case is believed to be 
very small; only one subsidiary 
currently having a rate case pend- 
ing betore the FPC. Earnings for 
the latest 12 months were $3.39, 
up from $3.26 for a comparable 
12 months period of 1956. Some 
further modest improvement is 
expected for calendar year 1957. 
The dividend was recently raised 
to $2.00 from $1.90,the fourth in- 
crease in five vears. 


El Paso Natural Gas 

With several major rate in- 
creases pending before the FPC, 
including one of its subsidiary, 
Pacific Northwest Pipeline, EI 
Paso appears to be one of the 
companies which could be rela- 
tively more vulnerable if the 
Memphis decision is enforced. The 
total effect of dismissal of the 
pending cases is not readily cal- 
culable because of the effect of 
certain tax adjustments, but it is 
believed to be significant. Re- 
ported earnings of El] Paso for 
1957 on dividend paying shares, 
including pending rate increases 
are estimated between $2.50 and 
$2.75. Including the shares issued 
in exchange for Pacific North- 
west, which become dividend pay- 
ing shares on January 1, 1958 
these earnings become $1.70-$1.95. 
(No allowance has been made for 
conversions subsequent to Sep- 
tember 30, 1957.) The present 
dividend rate is $1.30 annually 
and no change is foreseen in the 
immediate future. 

EF] Paso has also embarked on 
a major diversification program 
and now has about $100 million 
(10% of total assets) invested in 
non-regulated enterprises. Income 
from these sources is expected to 
begin to contribute to earnings be- 
fore the end of 1958. 


Mississippi River Fuel Corp. 

This is practically the ony com- 
pany in the natural gas industry 
which has no rate case pending 
before the FPC. Further, of the 
sales made subject to regulation, 
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most are to Laclede Gas at a rate 
which apparently is agreeable to 
both parties. Therefore, the Mem- 
phis decision is not thought to 
have any importance for this com- 
pany. 

Over the past four to five years 
ississippi has diversified its 
erations so that currently about 
cne-half of its income is derived 
om natural vas sales, of which 

st under 50‘; is from sales to 
dustriai customers, and the 
her half from a chemical plant 
hich manufactures ammonia 

‘oducts and iertilizers, oi] and 
is production, and the mining 
nd sale of drilling mud. Thus it 
in be seen that earnings pros- 
ects for Mississippi depend on 
ie level of operations in the do- 
estic petroleum industry and 
irming as well as natural gas 
ales. 

Over a period of years per 
hare earnings growth has been 
t a rate in excess of 10‘- per 
ear. Prospects for 1957 are not 
juite as bright because of cut- 
vacks in oil production but this 
‘company is in an excellent posi- 
ion to benefit from the longer 
erm expansion of the gas and oil 
ndustry. Dividends are paid at a 
$1.60 annual rate. No change is 
inticipated at this time. 


Northern Natural Gas 

A rate increase recently placed 
in effect by Northern pending 
FPC action has not vet contrib- 
uted any significant amount to 
earnings. For 1957, including 
10¢ from the rate increase, earn- 
ings are estimated at about $3.75. 
This compares with $3.60 for 
1956. Recently, Northern 
posed to split its stock two for 
one in the spring of 1958 and to 
offer new common stock on a one 
for eight basis. It appears doubt- 
ful that such dilution could be 
completely offset in one year un- 
less the full rate increase were 
eranted by the FPC or agreed to 
by the company’s customers. Over 
the coming several years earnings 
growth of Northern probably will 
be less dynamic than in the recent 
past. During the last quarter the 
dividend was raised to $2.80 from 
$2.60. The new rate appears to be 
well protected. 


pro- 


Panhandle Eastern Pipeline Co. 

A rate increase of about $9 mil- 
lion annually is currently being 
collected by this company and 
a major rate case dating back 
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o 1954 is still not fully settled. 
The latter case involves the com- 
pany’s application for a commod- 
itv valued for owned gas used in 


t 


the svstem and was remanded to 
the F.P.C. by the courts. The total! 
involved i 


ascertaln- 


amount of earnings 
the two cases is not 
able, but would be important to 
the company. Conceivably, 1f the 
Memphis decision is upheld most 
of both increases would be subject 
to dismissal. 

Panhandle has elements of 
strength, however, which could 
protect them from the more dras- 
tic effects. It is the lowest 
supplier in the area, even includ- 
ing the applications for higher 
rates. Further, most of its 
tomers need increased supplies of 
gas and appear to agree to paying 
the new rates. It is understood 
that Panhandle has nego- 
tiating contracts with many of its 
customers based on the higher 
prices and this action also may 
serve to cushion the compan) 
from the more severe effects of 
the Memphis decision. The cur- 
rent $1.80 annual dividends is 
supported both by earning power 
and a strong financial position. 


cost 


cus- 


been 


Peoples Gas Light & Coke Co. 

Subsidiaries of this company 
have applied to the F.P.C. for per- 
mission to add about one-third to 
system capacity. Authorization to 
build this extension would be 
more important than the immedi- 
ate effects of the Memphis deci- 
sion. If the new line is constructed 
it will enable the Peoples’ system 
to add over 100,000 heating cus- 
tomers to its own lines and double 
that number to lines of other dis- 
tributors which it supplies. 

The company does stand to lose 
an important Mem- 
phis is upheld and in turn this 
could have an effect on a rate ap- 
plication pending before the I)I- 
linois regulatory body. Earnings 
of $2.81 for the twelve months 
ended September 30, 1957 com- 
pare with $3.01 for the compa- 
rable period of 1956. These fig- 
ures are after a reservation of net 
income to partially cover possible 
refunds. A $2 annual dividend ap- 
pears safe. 


rate case If 


Southern Natural Gas 

Application has been made to 
the F.P.C. for an $18 million rate 
increase which was scheduled to 
go into effect February 1958. If 
this increase should be dismissed 


or denied, coverage of the $2.00 
annual dividend would depend on 


income earned by the company s 


subsidiaries including The Off- 
shore Co., which rents drilling 
barges for use in the Gulf Coast 
area. The management of this 
company is active! seeking con- 


tractual agreements with its 
many customers in the 
in order to circumvent the pos 
effects of the Mem- 


soutneast 


sible advers« 


phis decision. 


United Gas Corp. 

United Gas also has about a $20 
million rate increase pending al- 
though a sizeable portion of this 
amount is to offset higher gas 
costs. Should the application be 
dismissed earnings may tend to 
decline slowly. A complicating 
factor in the United Gas case is 
the large quantities of gas sold to 
other natural gas companies. Dur- 
ing the period of uncertainty, this 
well run, financially sound organ- 
ization should well be able t pa\ 








the current $1.50 dividend. END 
Meat Packers Under 
New Diversifications 
(Continued from page 163) 

among edible by-products, includ- 


ing livers, hearts and kidneys. 
Lard and beef fats are important 
edible products, but vegetable oils 
have been making considerable 
inroads into their once almost ex- 
clusive domain. The nation’s ¢a- 
nine population has been eating uj 
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a considerable volume of  by- 
products in the form of dog food, 
which formerly had little commer- 
cial value. 

Animal intestines are used for 
both edible and non-edible pur- 
poses, with a principal food use 
belong sausage containers. Among 
the non-edible uses are included 
surgical sutures and as parts in 
sporting equipment and musical 
instruments. The pharmaceutical 
business, too, has become an im- 
portant beneficiary of science’s 
march in the meat and poultry 
industry. Insulin, for example, a 
hormone derived from hogs, cattle 
and calves, is used by the medics 
in the treatment of diabetes, and 
a thyroid extract is used to treat 
goiter. Gelatin has both edible and 
non-edible uses, the former in- 
cluding such items as_ gelatin 
deserts and ice-cream, with the 
latter use represented by pharma- 
ceutical capsules and some photo- 
graphic paper supplies. 


Pressing Diversification 


Another straw in the direction 
of diversifying their operations is 
under study by the leading pack- 
ers. Forced in 1920 to divest them- 
selves of unrelated business ac- 
tivies under the Sherman Anti- 
Trust law, these companies now 
believe that an expansion of their 
operations into certain non-re- 
lated food lines will serve well not 
only the consumers, but will add 
lustre to their corporate earnings 
picture. One company, in fact, 
Wilson, the third largest meat 
packer, conducts a truly diversi- 
fied operation. Through its sub- 
sidiary, Wilson Athletic Goods 
Manufacturing Co., which is the 
leading manufacturer of sports 
equipment, the company manufac- 
tures and distributes a wide range 
of sporting goods using many by- 
products from the meat opera- 
tions. 


Hopes for Improvement 


Some recovery in the earnings 
of the large meat packing com- 
panies appears in prospect for 
1958, which will prove a pleasant 
relief from this year’s sub-par 
performance. Meat company earn- 
ings in the first half of fiscal 1957 
dropped sharply from the corre- 
sponding 1956 period because of 
an important reduction in hog 
slaughter. Earnings for the sec- 
ond half of the fiscal year, which 
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ended on October 31st for all com- 
panies, were considerably better 
than the first half year results, 
but full vear figures will be sharp- 
ly lower than in 1956. However, 
a significant increase in hog 
slaughter is expected in 1958, 
especially in the latter part of the 
year, and those earnings should 
bounce back accordingly, perhaps 
even matching the high 1956 
figures. 

The key determinant of year- 
to-year changes in packer earn- 
ings are the fluctuations in the 
hog supply, partly because hogs 
account for a larger proportion 
of sales than beef for most pack- 
ers, and because supplies, prices 
and margins are considerably 
more volatile in hog than in beef 
operations. When hog supplies 
declines as has been the case this 
year, unit costs of processing rise 
and the margin between live hog 
and pork prices tends to narrow 
as the companies bid-up animal 
prices to keep their plant opera- 
tions in high gear. The U. S. De- 
partment of Agriculture estimates 
that hog slaughter in 1957 will 
fall more than 5% below the pre- 
vious year’s levels, but that there 
may be an increase of better than 
4% in 1958, and perhaps even 
better than that. Expectations of 
a recovery this vear are based 
on the favorable relationship be- 
tween hog and feed prices, the 
prospect of continued ample feed 
supplies, and recent increases in 
farrowings. Long term projec- 
tions suggest that heg supplies 
will continue to rise well into 1959. 


Selected Company Sketches 


Armour & Co., the nation’s second 
largest meat packer, has placed in- 
creasing emphasis in recent years 
on boosting its by-product lines. 
Armour’s “Auxiliaries Group”, 
which includes soap, industrial 
chemicals, adhesives, coated abrai- 
sives, curled hair and the ammo- 
nia division, made a significant 
contribution to the company’s 
progress in 1956. Dial Soap and 
shampoo sales have made good 
headway in 1956, for example, in 
the highly competitive market for 
toilet soaps. Leather operations 
also showed improvement last 
year, and the modernization pro- 
gram was pushed forward in the 
company’s tanning facilities. Ar- 
mour, one of the only two com- 
panies engaged in meat packing 
operations on a national scale, 
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seems to be making good progress 
in streamlining its operations, 
thus boosting efficiency. A com- 
bination of larger hog marketing 
and higher prices in the offing for 
next year are expected to make 
1958 a more satisfying year than 
the one just completed. 


John Morrell & Co.— One of the 
largest domestic meat packing 
companies, Morrell specializes in 
pork products, marketing a sub 
stantial part of its output in pack 
aged and canned forms. Following 
on the heels of an unsatisfactory) 
first half 1957 fiscal report, opera- 
tions in the second half of the 
vear improved importantly due te 
the elimination of two operations 
which had incurred heavy deficits 
in the first half of the period. This 
improvement, furthermore, was 
due to a moderate advance in hog 
supplies and pork prices. Since 
some two-thirds of Morrell’s sales 
consist of hog products, Morrell is 
considered in a strong position to 
benefit from next vear’s expected 
increases in the supplies of hogs. 


Wilson & Co. — The nation’s third 
largest meat packer, Wilson’s 
1957 earnings have declined less 
than those of its competitors 
largely because of plant improve- 
ments and its timely elimination 
of unprofitable operations. The 
expectation of improved hog sup- 
plies for 1958 and 1959 should be 
reflected in a sharp earnings im- 
provement of this company next 
year. The company’s better than 
average dividend record in this 
industry provides a larger meas- 
ure of investment ranking for 
the shares of this packer which, 
through a subsidiary, is also a 
leading manufacturer of sporting 
equipment. The company has an 
important stake in South Ameri- 
can markets. 


Swift and Co. — Swift, which con- 
ducts the largest meat-packing 
business in the world, has also ex- 
panded its related activities with 
considerable success. Its dairy 
business has grown in recent 
years, and research has come up 
with new uses of meats and other 
products. Swift, furthermore, has 
been more successful than the in- 
dustry as a whole in limiting the 
scope of profit swings. Earnings, 
which were down this year along 
with the rest of the companies in 
the group, should improve next 
year for Swift, which also has a 
stake in Great Britain. —END 


MAGAZINE OF WALL STREET 


progress 
erations, 
A com- 
arketing 
ffing for 
to make 
ear than 


, of the 
packing 
ilizes it 
r a sub 
in pack 
lowing 
factory 
, opera 
of the 
y due tc 
‘rations 
deficits 
id. This 
e, Was 
in hog 
Since 
’s sales 
rrell is 
tion to 
‘pected 
f hogs. 


; third 
ilson’s 
«1 less 
etitors 
prove- 
nation 

The 
y sup- 
uld be 
rs im- 

next 
than 
1 this 
meas- 
x, for 
‘hich, 
lso a 
rting 
is an 
meri- 


con- 
‘king 
O @X- 
with 
lairy 
cent 
e up 
ther 
has 
> in- 
the 
ngs, 
long 
s in 
1ext 
isa 
END 


EET 





Major Analysis of 
1958 Prospects for Utilities 





(Continued from page 461) 


nounts in Canada and Mexico. 
In order to take care of winter 
heating requirements the gas in- 
dustry is building additional un- 
derground storage to store extra 
gas received in the summer for 
use during the heating season. 
) here are about 188 underground 
s orage pools with a capacity of 
1.5 trillion cf, and the construc- 
t on program includes substantial 
: dditions. 

The gas industry would like to 
|alance its heavy winter heating 
vad by getting into the summer 

ling business—just the oppo- 
-ite of what the electric utilities 
/ re trying to do. The industry has 
een doing considerable research 
nd manufacturers have also been 
rying to develop an all around 
‘as-heating and cooling device for 
ousehold use which could com- 
ete with the electric heat pump. 
\rkansas-Louisiana Gas Co.—an 
iggressive growth company — re- 
‘ently acquired Servel’s air-condi- 
ioning holdings and hopes to pro- 
luce and sell some 7,000 units 
his vear. This would give the in- 
iustry a strong start in the new 
ield. 

The gas industry is continuing 
an active program of promotion, 
»dvertising and research (PAR). 
It is active in television with 
“Plavhouse 90” on CBS which it 
is understood costs about $3 mil- 
lion a year. It is also spending 
over a million dollars in magazine 
advertising. Some 22 new re- 
search projects were initiated last 
vear while 54 were continued. 


Telephones Still Growing 


The rapid growth the telephone 
industry has paralleled that of 
the electric and gas _ utilities. 
American Tel. & Tel. recently an- 
nounced an offering of $720 mil- 
lion convertible debentures (as- 
suming stockholder approval) to 
be offered about February 7 to 
stockholders on the basis of a 
$100 debenture for each 9 shares 
of stock. This is the largest offer- 
ing of corporate securities in his- 
tory, it is believed, and the size of 
the financing indicates that the 
Bell System has very substantial 
construction plans for 1958. 
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A.T.&T. continues to be one of 
the most popular “yield” stocks, 
being held by over 114 million 
stockholders. The regular $9 divi- 
dend is supplemented by occa- 
sional rights, which if sold would 
average about $2 per share, based 
on the postwar period. While 
rights cannot be considered as 
safe or regular as a dividend, 
their inclusion with dividend in- 
come (on an average basis) would 
bring the yield up to around 
6! 2 To. —END 
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customers affected. Heretofore 
the Federal Power Commission 
has made rate decisions regard- 
less of long-term contracts. The 
Commission takes a dim view of 
the Court’s decision, since it in- 
volves a radical change in rate- 
making procedures which it here- 
tofore followed along lines which 
it thought were provided by the 
Natural Gas Act. But the decision 
is the law unless and until it 
might be reversed by the Supreme 
Court; or until the Natural Gas 
Act is changed and more pre- 
cisely spelled out by Congress. 
Customers of pipeline companies, 
including distributing gas utili- 
ties with rates under state regu- 
lation, cannot be expected to 
agree to rate boosts if they can 
help it. Pending clarification, pipe 
line stocks—such as Mississippi 
River Fuel, Southern Natural 
Gas, El Paso Natural Gas, Pan- 
handle Eastern and others — are 
“behind the eight ball”. In view 
of already depressed market 
prices, it may be late to sell them. 
We would not consider new buy- 
ing in the present clouded situa- 
tion. Obviously, the decision is not 
in any sense adverse to stocks of 
gas wholesalers and retailers or 
to those of intra-state distribu- 
tors. Some of the more attractive 
of these, primarily for income 
return, are Columbia Gas System, 
Consolidated Natural Gas, Lone 
Star Gas and Pacific Lighting. 


(Eprror’s Nore: For a complete 
picture of the outlook for natural 
gas companies in view of this disrup- 
tive new development, see the article, 
“Natural Gas Industry Under New 
Court Decision” by Kenneth Hollis- 
ter, on page 449 of this issue.) 


Stock Groups 

The stock groups behaving bet- 
ter than the market at this writ- 
ing are principally aircrafts, elec- 
tric utilities, confectionery, con- 
tainers, tires, finance companies, 
baking, dairy products, packaged 
foods, office equipment, food 
stores, liquor, steel, soft drinks, 
shipbuilding, shoes and tobaccos. 
Those softer than the market at 
the moment include autos and 
auto parts, coppers, machinery, 
metal fabricating, oil, movies, 
railroad equipment, paper, sugar 
and textiles. 


Air Lines 

Following wide decine from 
highs made as far back as 1955, 
the air line stocks have been 
meeting better-than-average sup- 
port in recent weeks of market 
softness. Many analysts think 
they have been sold out; and that 
the logic of the situation will 
force CAB to grant a substantial 
fare boost in no great time. In 
our view, this remains an “iffy” 
situation. The stocks are certainly 
depressed and we would not sell 
them. If adequate fare relief 
comes through, they will have a 
good recovery. But CAB has 
heretofore indicated a tough at- 
titude on rates and an inclination 
to move very slowly. Should it 
refuse a fare boost, or grant only 
a niggardly one, the stocks could 
suffer some further fall. They are 
by no means cheap on present 
earning power. 


Coppers 

A number of leading copper 
producers are acting belatedly to 
cut down production in an effort 
to reduce excess supplies of the 
metal, guard against a further 
price decline and pave the way 
for a price recovery. How effec- 
tive these moves will be remains 
to be seen. Excess supply and re- 
duced demand remain the pri- 
mary facts. While copper stocks 
are down sharply, they are no- 
where near cheap on current re- 
duced earnings. They do not gen- 
erally make a turn while a bus- 
iness recession is in progress or 
much, if any, in advance of the 
low point in the industrial list. 
It is not too pertinent, for buying 
purposes, that a stock is down 
severely —if earnings are also 
down severely. —END 
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it was brought into commercial 
production. 

Initial price for the new Her- 
cules plastic, which the company 
calls Pro-fax will be 65 cents a 
pound but the price is expected to 
come down and become “fully 
competitive” with other plastics 
as production is increased, accord- 
ing to company officials. 

Polypropylene is similar in 
some respects to poiyethylene, the 
“squeeze bottle” plastic. 


National Biscuit Co. plans to 
market an_ effervescent drink 
called “‘Uneeda” and a new cereal 
product in 1958. 


Scott Paper Co. announced it 
will enter the chemical field with 
a new type of urethane foam for 
installation, cushioning, filtration 
and other household and indus- 
trial uses. 

Scott executives said that the 
new foam, on which the company 
has patents pending, is available 
in several types, all having those 
characteristics which make ure- 
thane foams superior to other 
foams. In addition, they reported 
the soft varieties of the new foam, 
called “‘Scottfoam”, have greater 
tensile strength and elongation 
than conventional urethane 
foams, and a dramatic wool-like 
feel and drape not found in other 
foams. More rigid types, available 
in a wide range of pore sizes, have 
exceptionally high permeability 
and show promise as a filtering 
material. 


Westinghouse Electric Corp. 
through its Aviation Gas Turbine 
division has received a Navy pro- 
duction contract for jet aircraft 
engines totalling more than $26 
million. 

The contract covers production 
of Westinghouse J34-WE-36 and 
J34-WE-46 turbojet engines for 
the Bureau of Aeronautics. The 
number of engines involved was 
not disclosed. 

Preliminary phases of work 
covered by the contract started 
last fall, when Westinghouse and 
the Navy signed a letter of intent 
on the project, a Westinghouse 
executive said. This lead time 
has enabled the division to place 


484 


the J34-WE-36 turbojet in pro- 
duction, with the result that the 
Kansas City plant is now making 
deliveries of this engine to the 
Bureau of Aeronautics. 

“In addition, the division has 
been engaged in development 
work and tooling for the J34-WE- 
16, which will power the T2J, an 
all-purpose jet trainer being built 
by North American Aviation for 
the Navy. This improved version 
of the Westinghouse J34 engine 
features a curvic coupling-type 
stee] compressor and modification 
to permit the use of the latest 
type of JP4 and JP5 aviation 
fuels.” 


United Biscuit Co. of America 
through its Boman division is 
planning an $8 million factory to 
be located on 42 acres in north- 
west Denver. The company hopes 
to break ground next year and in 
that connection are in the midst 
of various negotiations. 


L. A. Young Spring & Wire 
Corp. announced it has bought 
the assets of Utility Metal Prod- 
ucts Inc,, of Pasadena, California. 
The purchase included a subsidi- 
ary, Utility Aircraft & Metal 
Products Inc., Granby, Quebec. 

L. A. Young officials did not 
disclose the purchase price for 
the company, which manufactures 
aircraft and missile structual 
parts. It will become a division of 
the L. A. Young, with present 
executives joining the purchasing 
company. According to the presi- 
dent of L. A. Young, the acquisi- 
tion makes it possible to expand 
into manufacture of related and 
diversified products in the air- 
craft field. —END 
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pected to show a modest profit on 
sales of about $124 million, of 
which $100 million were in agri- 
cultura] equipment. Mr. Marc B. 
Rojtman, executive vice president 
stated that the increase in sales 
volume for the past fiscal vear of 
40“ is the largest of any agricul- 
tural or industrial manufacturer 
of the industry. 

A few of the major steps taken 
by the progressive management 
of Case in the last 10 months were 
the formation of J. I. Case Credit 
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Corp., a wholly-owned financing 
subsidiary to assist dealers and 
retail customers in financing the 
purchase of Case tractors anc 
equipment. Also the formation of 
J. I. Case International to expanc 
Case’s export business and pro- 
vide better coordination for its 
overseas programs, addition of 
key executives to Case manage- 
ment and formation of an engin- 
eering research and development 
center in Racine, Wisconsin. 
Another step was the intro-uction 
of a light construction utility line 
to broaden year-round sales of 
farm equipment dealers. Com- 
pany has established a Canadian 
division under home office direc- 
tion and is studying further pos- 
sible expansion in Europe, Aus- 
tralia, Latin America and Brazil. 

In mid-November, the company 
staged the largest commercial air- 
lift when it flew about 3500 trac- 
tor dealers to Phoenix, Arizona to 
inspect its new line of farm equip- 
ment. 

Case states that the showing of 
the new complete line has brought 
in orders exceeding $150 million. 
The company projects sales of 
$175 million or more for the fiscal 
1958 year with earnings of $1.65 
to $2.35 a share. Sales in the farm 
equipment field normally correlate 
with farm income. The prospec- 
tive improvement in farm income 
and the large highway program 
are factors in the optimistic out- 
look for Case operations as indi- 
cated by its chief executives. 

The last dividend payment on 
the common stock was 25 cents 
per share on April 1, 1954, but 
quarterly dividends of $1.75 per 
share have been paid on the $7 
cumulative preferred and 11% 
cents has been paid on the 61.2% 
cumulative second preferred. The 
next regular quarterly dividend 
on each of the preferreds will be 
paid on January 2, 1958. 

Increasing mechanization of 
farms should enhance the poten- 
tials for farm equipment, but the 
business is cyclical in nature. 


Garrett Corporation 


“IT have been a subscriber to your val- 
ued publication for ten years or more 
and now would be interested in receiv- 
ing late data on Garrett Corp. Your 
cooperation will be appreciated.” 


B.P., Fort Wayne, Ind, 


Garrett Corp. is a manufac- 
turer of high-altitude and high- 
speed aircraft equipment and it is 
active in the fields of guided mis- 
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sile parts and equipment. The 
company, of course, will feel the 
present intention to reduce mili- 
tary aircraft spending, although 
the policy may change in regard 
to this situation shortly. Commer- 
cial business is increasing. 

Sales for the Garrett Corpora- 
tion for the fiscal year ended June 
30th, 1957, reached a record high 
of $176,095,038, compared with 
$138,981,762 in the preceding 
year. 

Net profit totalled $4,940,582, a 
slight increase over last year’s 
$4,807,504. Net earnings per 
share were $5.02 on the 984,718 
shares outstanding at year end, 
compared with $5.13 per share on 
the 937,827 shares outstanding at 
the close of the 1956 year. 

Backlog for the Garrett manu- 
facturing divisions was $140,000,- 
000, of which better than $26,- 
000,000 was for commercial prod- 
ucts not directly connected with 
the defense business. 

The Garrett Corp.’s working 
capital, or net current assets as of 
June 30th, 1957, was $22,511,206, 
an increase over last year’s $21,- 
876,701. 

The company paid cash divi- 
dends of $2.00 per share, or a 
total of $1,945,991. In addition, a 
5% stock dividend of 46,891 
shares was paid on November 5, 
1956. 

Heavy development cost for 
accessory and component systems 
ordered for the forthcoming tur- 
bine-powered airliners and for 
guided missiles, was the major 
deterrent to higher earnings. At 
the same time, the company’s 
present participation in these pro- 
grams helps assure it of impor- 
tant future business. Development 
expenses in the past year were the 
largest in the company’s history 
and are expected to continue into 
fiscal 1958, though at a somewhat 
lesser rate. 

Military emphasis on missiles 
is increasing, and while Garrett 
does not make missile frames, it 
has developed major components 
and systems essential to their 
operation. The company has been 
pursuing this phase of the busi- 
ness with increasing vigor and 
notes a growing amount of orders 
and potential orders in this new 
field. 

Published reports of military 
cut-backs are definitely disturbing 
since they make the future diffi- 
cult to forecast. In such a situa- 
tion, however, Garrett does have 
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some advantage in that it is not 
dependent on any single, or even a 
few products as airplane, missile 
or engine manufacturers are. 

For the three months to Sep- 
tember 30th, 1957, net sales were 
$44,197,881, net after taxes $518,- 
700, equal to 53¢ per common 
share based on 984,718 shares 
outstanding. This compares with 
the same quarter in 1956 when 
net sales were $41,591,500, net 
after taxes $1,241,400 equal to 
$1.32 per share based on 937,827 
shares outstanding. 

Commercial sales in the past 
fiscal year accounted for about 
23% of sales volume. 

Garrett expects a 10% sales de- 
crease in June 30, 1958 fiscal year, 
due to defense economies and gen- 
eral business slowdown, but nev- 
ertheless earnings per dollar of 
sales are expected to im- 
prove. —END 





1958 Prospects for 
Leading Industries 





(Continued from page 441) 


the overall trend of construction 
activity holds up well. Since the 
easing of money rates and the 
lowering of downpayment re- 
quirements by the FHA, new 
homebuilding has taken a definite 
turn for the better, with housing 
starts in November running at 
the rate of a million units per 
year. It is still too early to tell 
how substantial this turnaround 
is, but that it exists as a potential 
is an encouraging sign. 

New plant building, on the 
otherhand, has turned downward, 
and there are some signs that the 
gigantic office building boom has 
begun to taper off. But the slack 
is being taken up by public build- 
ing, especially of new schools, hos- 
pitals and administrative struc- 
tures. Another fillip will be 
added if the government can get 
its lease-purchase plan off the 
ground. 

Along with the auto industry, 
overall construction activity is 
one of the really vital sectors of 
the economy, and its continued 
strength, despite mixed trends 
within the industry, is one of the 
plus factors for the year ahead. 
Nevertheless, optimism must be 
tempered with caution. 

The new homebuilding spurt 
could prove abortive if personal 
income continues its current down- 
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ward course—but more seriously, | 
industrial construction could fall! 


off more sharply if business condi- 
tions lead to further curtailment 
of industrial expansion plans. 

One of the biggest question 
marks in the construction pic- 
ture is the status of the federally 
sponsored road-building program. 
Government reports place the 13 
year program on schedule, but 
whether the “on schedule” refers 
to actual work started, or contrac 
negotiations is not quite clear. 

Meanwhile, mounting cost esti- 
mates are discouraging some 
states from holding up their enc 
of the joint program. Some plan: 
call for stretching out the thir 
teen year target to twenty-five 
while others lean to toll-road con 
struction independently financec 
through revenue obligations. One 
thing is certain, however. The 
nation needs better highways 
urgently, making the entire pro- 
gram a likely pump-priming in- 
strument if the recession deepens 
but on a toll basis. 

For companies in the various 
construction fields, the outlook is 
particularly mixed. Roadbuilding 
equipment producers for example, 
are finding the field crowded, with 
several new companies entering 
the fold in the last year or so. 
Capacity is now more than ade- 
quate to meet existing demand, 
making intensified competition 
for available business certain in 
1958. Other segments of the in- 
dustry can also look forward to 
a highly competitive vear. 


STEEL — Despite the sorry state of 
current steel industry statistics, 
1958 prospects are not dim. On 
the other hand, they are not 
bright. Nevertheless, it should be 
recalled that steel production fig- 
ures at the present time are being 
stacked against an extraordinary 
demand picture for the industry 
in the latter part of 1956 and 
early 1957. Last December, the 
mills were operating at 100° of 
rated capacity to relieve the short- 
ages that developed during the 
summer strike. The impetus car- 
ried through into 1957 so that 
operation in the first quarter aver- 
aged 96%. 

By mid-year, however, demand 
had returned to normal! as Detroit 
slowed its buying and the short- 
ages of structural steels faded. 
Against this backdrop of abnor- 
ally high production earlier, the 
67‘ of capacity operations re- 
ported in mid-December 1957, is 
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not overly serious although it is a 
reflection of the overall business 
slow-down. 

In the year ahead, however, the 
industry should experience greater 
tability. The auto makers, now 
yuying on a hand-to-mouth basis, 
annot cut purchases much fur- 
her without endangering produc- 
ion schedules — and may actually 
tep up their buying late in the 
irst quarter so that car inven- 
ories can be built up before ma- 
or labor negotiations next June. 

Moreover, the generally favor- 
ible outlook for total construction 
ictivity and the apparent halt to 
he downward trend in defense 
pending, both point to steadier 
lemand for steels. The larger, in- 
egrated companies who are best 
ible to vary their product mix, 
should be the least disturbed in 
1958; the special stee!s producers 
will fare well or badly according 
to the demand for their particular 
specialties. Stainless steel makers, 
for example, will still feel the 
idverse effects of defense stretch- 
uuts and outright cancellation. 
Che carbon steel producers, on the 
other hand, may find demand 
holding up relatively well. 

Earnings through the first half 
will undoubtedly make poor com- 
parisons with the same period of 
1957, but total earnings for the 
vear may not vary much from the 
1957 figures, unless the bottom 
falls out of the economy com- 
pletely. 


GENERAL MACHINERY — For most 
makers of the nation’s basic in- 
dustrial machinery and tools, 1958 
will be on the obverse side of the 
“feast-or-famine” coin. As capital 
spending plans have dropped, 
backlog orders have slid moder- 
ately to sharply, depending on the 
nature of the equipment. But in 
almost all instances the trend is 
observably dewnward. Shipments 
through the initial months of the 
vear will remain fairly high, but 
new orders have fallen so precipi- 
tously for most companies, that 
results later in the year must be 
seriously effected. 

Producers of larger equipment, 
where the manufacturing cycle is 
prolonged will not feel the impact 
of new order declines, as severely, 
but toolmakers are already show- 
ing evidence of being hurt by the 
change in industry fortunes. 

Nevertheless, the outlook is not 
all black. Materials Handling 
equipment producers may find 
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business holding up fairly well as 
slower industrial activity in the 
face of rigid costs spur more mod- 
ernization and cost-reduction pro- 
grams throughout the economy. 
Similarly, machine tool companies, 
may find the drop in their orders 
moderated by increased empha- 
sis on numerically-controlled ma- 
chines, and some new ordering of 
special machinery for fabricating 
and forming the exotic new metals 
to be used in the missile produc- 
tion program. 


ELECTRICAL MACHINERY—The out- 
look for the electrical equipment 
makers bears little resemblance to 
the general machinery makers. 
Even if some utility expansion 
programs are curtailed, the up- 
ward secular trend in generating 
capacity seems likely to continue 
through 1958. 

However, company fortunes 
will vary in proportion to the ex- 
tent of business done with utilities 
and other industries. Heavy gen- 
erating equipment, requiring two 
to three years to produce, will 
probably remain in good demand, 
as will large transformers and 
other transmission equipment. On 
the other hand producers of in- 
dustrial controls equipment, and 
those smaller firms turning out a 
wide-variety of specialized prod- 
ucts, will not fare as weil. 

There seems little doubt of the 
long-term upward trend in utility 
demand for heavy equipment. As 
«x matter of fact, in the second 
week of December, electricity use 
soared to record levels, some 14 
million kilowatt hours above the 
previous record set in January of 
1957. However, as the vear pro- 
gresses, the trend of new home 
appliance sales will have to be 
watched closely to see if the drain 
on the nations electrical utilities 
capacity will continue to grow at 
the rapid pace of recent years. 
If it slows, the equipment pro- 
ducers could close out 1958 with a 
considerably less favorable out- 
look than they enjoy currently. 


CHEMICALS — Total sales for the 
chemical industry will probably 
remain in line with 1957 results, 
but under more intense competi- 
tion both at home and abroad, 
profit margins are likely to be 
squeezed more severely. 

Within the industry, company 
performances will show wide 
variations, and investors would do 
well to ponder the still generous 


price-earnings ratios of many 
stocks. The rosiest outlook is for 
those heavily involved in the de- 
fense program, especially produ- 
cers of high-energy fuels for mis- 
siles. Similarly, companies turn- 
ing out powdered metals and rare 
earths will find demand strong as 
long as international tension con- 
tinues. Basic industrial chemical! 
manufacturers, on the other hand 
will find the field highly competi- 
tive as capacity is still rising at a 
time when demand is slackening. 

Major companies .: the group, 
such as du Pont and Union Car- 
bide will stand the best chance of 
maintaining profit margins since 
product mix is broad and several 
revenue sources are protected by 
licensing agreements. But for 
most of the industry, 1958 is going 
to be a hard fight. 


ETHICAL DRUGS — The drug group 
was one of the brightest spots in 
the 1957 business and stock mar- 
ket picture, and appears headed 
into a prosperous 1958 as well. 
Nevertheless, there are some dis- 
tortions in the set-up that were 
not as apparent a vear ago. 





DIVIDIND NO. 180 
ON COMMON STOCK 


The Board of Directors of Con 
sumers Power Company has 
authorized the payment of a 
dividend of 60 cents per share 
on the outstanding Common 
Stock, payable February 

1958 to share owners of re 
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DIVIDEND ON 
PREFERRED STOCK 


The Board of Directors als 





has authorized the payment ot 
1 quarterly dividend on_ the 
Preferred Stock as follows, pay 
ible April 1, 1958 to share 
owners of record March 
1958 
CLASS PER SHARE 
$4.50 $1.12%2 
$4.52 $1.13 
$4.16 $1.04 


CONSUMERS POWER COMPANY 
JACKSON, MICHIGAN 
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For one thing, the rapid pace 
of newly developed drugs and 
their “‘fad” appeal both for the 
public and the medical profession, 
has led to substantial over produc- 
tion of several drugs, and a conse- 
quent competitive battle that has 
played hob with profit margins. 
For another, research success has 
opened new fields of investigation 
that promise attractive results, 
but nevertheless have increased 
research costs substantially. 

On top of these factors, several 
major companies in the industry 
will be amortizing losses from the 
flu vaccine during 1958, placing 
some drain on earnings. Produc- 
tion of the vaccine was a calcu- 
lated risk, encouraged by govern- 
ment authorities, but the epidemic 
proved less severe than antici- 
pated, leaving several producers 
out on a limb with heavy unused 
supplies. 

Despite these adverse matters, 
however, overall industry per- 
formance should be good. Most 
newer drugs have found ready 
markets, and a host of others in- 
cluding new medications for ar- 
thritis, arteriosclerosis, hyperten- 


\ 2 a r) 
\ be 
\ WY vd ~~ > 


—— 
~~ 
SS 
Se 
7 


Yes, she’s never off duty in 
ruarding family health. She 
balances the family diet. take 
the children for their “shots,” 
prods her husband to get his 
annual checkup. But what 
about her health? 

Caring for herself is the 
greatest gift a woman can give 
her loved ones. 
So don’t delay — see your doctor 
about your checkup. It’s “living 
against cancer. 
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sion, etc., are due to come to 
market during 1958. Performance 
may be less sensational than in 
1957, but it will almost certainly 
continue contrary to the down- 
ward trend in other industries. 


RADIO, TELEVISION AND MOTION 
PICTURES — Moderate declines in 
disposable income should not seri- 
ously affect the amusement indus- 
try, but a severe drop could prove 
disastrous to some segments of 
the group. 

Motion picture producers and 
distributors in particular, would 
find more “stay-at-homes” a seri- 
ous problem when added to the 
formidable competition from tele- 
vision and the growing threat 
that ‘“‘pay-as-you-see” TV will 
pose. Producers are hoping to off- 
set the threat by joining forces 
with the newer entertainment 
media, but theatre owners and 
distributors have no such protec- 
tion. 

For the broadcasters, 1958 
should hold few surprises. The 
“hard” sell may bolster TV ad- 
vertising revenues as producers 
of goods strive to maintain sales 
levels, while mounting TV costs 
are pushing many smaller adver- 
tisers back into radio, giving that 
industry a much needed lift. 

On the debit side, production 
of TV shows is becoming increas- 
ingly more expensive; some hourly 
transmissions running into one to 
one-and-a-half million dollars. No 
pat solution has yet been devel- 
oped, but the “magazine” ap- 
proach pioneered by NBC, in 
which several sponsors subscribe 
for segments of a show is gaining 
in vogue. 

We do not look for exciting 
earnings performances in the 
amusement industry, and invest- 
ment judgment will have to be 
reserved until the impact of “pay- 
as-you-see” on both industries can 
be assessed. END 





Realities of 1958 Security 
Markets 





(Continued from page 437) 


For 1958, we would expect either 
a rise smaller than those cited or 
even a slight dip. Why? Because 
in automobiles, homes and appli- 
ances consumers in the aggregate 
are more “bought up” than was 
so in 1949 or 1954. Automobile 
production, up strongly in 1949, 
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off moderately in 1954 will be off 
in 1958. Plant-equipment outlays 
figure to fall more in 1958 than in 
either 1949 or 1954. Increased 
Federal spending, as heretofore 
noted, was a big plus factor in 
1949, while a sizable decrease 
contributed to the 1953-1954 re- 
cession. 

Government purchases (Fed- 
eral, state and local) are esti- 
mated to have risen over $6 bil- 
lion in 1957, without which the 
recession would now be deeper. 
They will be on the supporting 
side in 1958—but to the same ex- 
tent? We doubt it. A further rise 
around $1.5 billion in state and 
local outlays is about normal ex- 
pectation. For the increase to ap- 
proach 1957’s, Federal purchases 
would have to rise by around $4.5 
billion. The current talk from 
Washington is that the budget 
may project an increase of $1 
billion to $1.5 billion in defense 
spending, not for 1958, but for 
the fiscal year starting next July 1. 

A possibility to keep in mind 
is that, even if the recession bot- 
toms around mid-1958, there 
might be less “bounce to the 
ounce” in the second half than the 
forecasters are allowing for. With 
the possibe exception of defense 
spending, it is difficult to point 
to a source for big second-half 
stimulation. 

We doubt that the market is 
on a solid basis, with the bad 
news fully allowed for. Profes- 
sionals’ guesses on the 1958 range 
of the industrial average run to 
as high as 500 on the upside late 
in the vear, to as low as 350 on 
the other end in the meanwhile, 
with a bottom considered possible 
anywhere between February and 
May. On the latter, our thought 
is that the faster is the next 
phase of decline the sooner will 
the bottom be reached. So we had 
all better wait for a look at the 
next sell-off, and meanwhile 
avoid being too opiniated. If you 
insist that we guess on the range, 
we will to this extent: Low 400- 
380; high 460-480. We suspect it 
will be a long time before the 
1955-1957 emphasis on long-term 
growth and inflation is matched. 
Even so, selective buying oppor- 
tunities are surely in the making 
and may be not far ahead. It will 
pay throughout 1958 to empha- 
size realistic appraisal of indi- 
vidual stock values, based on 
earnings-dividend facts and care- 
fully-judged prospects. 

—Monday, December 30. 
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Without air, life stops 


... 10r you and for industry 


SEEING A CLOUD is probably the near- 
est we come to ‘seeing’ air, because air 


is a mixture of invisible gases. 


Life-giving oxygen comprises about 
21 per cent of the air. We all know 
how it helps sick people get well, but 
few of us realize that steel and other 
major industries could not operate 
without the same oxygen in tremen- 
dous quantities. About 78 per cent of 
the air is nitrogen. Food processors 
use it as an atmosphere to protect 


freshness and flavor of food. 





LINDE Oxygen 
SYNTHETIC ORGANIC CHEMICALS 
BAKELITE, VINYLITE, and KRENE Plastics 


UCC’s Trade-marked Products include 
CraAc Agricultural Chemicals 
PrEst-O-LITE Acetylene 
PYROFAX Gas 


The remaining one per cent of the 
alr Is composed of the little-known yet 
vital “rare” gases — argon, helium, 
krypton, neon, and xenon. These gases 
are essential in making incandescent 
light bulbs, in electric welding proc- 
esses, and in refining new metals such 


as titanium. 


For fifty years, the people of Union 
Carbide have been separating the gases 
of the air and finding new ways in 
which they can help make a better life 


for all of us. 


FREE: Learn how many of the 
products you use every day are 
improved by research in alloys, 
carbons, chemicals, gases, plas- 
tics, and nuclear energy. Write 
for “Products and Processes” 
booklet M. 

Union Carbide Corporation, 
30 East 42nd Street, New York 
17, N.Y. In Canada, Union Car- 
hide Canada Limited, Toronto. 
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EVERE-.DY Flashlights and Batteries 
PRESTONE Anti-Freeze 
NATIONAL Carbons 


HAYNES STELLITE Alloys 
UNION Calcium Carbide 


ELECTROMET Alloys and Metals 
Dynel Textile Fibers 
UNION CARBIDE Silicones 
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